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INEQUALITY, OPPORTUNITY, AND THE 
HOUSING MARKET 


TUESDAY, DECEMBER 9, 2014 

U.S. Senate, 

Subcommittee on Housing, Transportation, and 

Community Development, 

Committee on Banking, Housing, and Urban Affairs, 

Washington, DC. 

The Subcommittee met at 11:20 a.m., in room 538, Dirksen Sen- 
ate Office Building, Hon. Robert Menendez, Chairman of the Sub- 
committee, presiding. 

OPENING STATEMENT OF CHAIRMAN ROBERT MENENDEZ 

Chairman Menendez. This hearing will come to order. Let me 
apologize to our witnesses and to our audience. We had votes tak- 
ing place, so we are starting a little later. 

The housing market was at the epicenter of the financial crisis 
and the Great Recession that followed. Lenders entered into risky 
and unsafe mortgages with bars which were packaged and sold to 
investors, all with a view that housing prices would keep bubbling 
upward. When prices stopped rising and the bubble popped, the 
devastation was broad for families, businesses, communities, and 
our financial system and economy. 

Today, the housing market, much like our economy, is rebound- 
ing, but important challenges still remain. The number of house- 
holds in foreclosure has fallen from its peak, but it still exceeds 
600,000 nationwide. The number of homeowners in negative equity 
is also falling as prices have rebounded, but over five million home- 
owners across our country still owe more on their mortgages than 
the value of their homes. 

The national numbers, moreover, do not always tell the complete 
story, as experiences vary considerably across geographic areas, de- 
mographic groups, and market segments. In my home State of New 
Jersey, for example, nearly 6 percent of homeowners with a mort- 
gage are in the foreclosure process, the highest rate in the Nation. 

In communities with high concentration of foreclosed properties 
or distressed borrowers, the consequences can be devastating and 
the economic recovery slow. Families looking to become home- 
owners or move up in the market also face challenges. During the 
boom years, lenders made and securitized risky loans that bor- 
rowers could not afford. But now, it seems that borrowers of more 
modest means, instead of receiving modest, responsible loans, are 
having a hard time getting a mortgage at all. First-time home buy- 
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ers in underserved communities, in particular, are feeling the im- 
pact. 

Today’s hearing will examine challenges such as these that still 
face us in the housing market. I look forward to hearing from our 
witnesses regarding the factors that may he contributing to each as 
well as potential solutions. 

Are there any other Senators who wish to offer an opening state- 
ment? If not, then let me introduce our witnesses. 

Wayne Meyer is the President of New Jersey Community Cap- 
ital, a community development financial institution based in New 
Brunswick, New Jersey, whose work is well known in our State, 
and I want to thank you for making the trip from New Jersey for 
our hearing today. 

Mabel Guzman is the 2014 Chair of the Conventional Financing 
Committee of the National Association of Realtors and former 
President of the Chicago Association of Realtors, and she is testi- 
fying today on behalf of the National Association of Realtors. We 
welcome you. 

Julia Gordon is the Director of Housing Finance and Policy at 
the Center for American Progress, where she works on the future 
of housing finance, foreclosure prevention, access to sustainable 
mortgages and affordable rental housing, and other housing-related 
policies. We thank you for coming. 

And, finally, Deborah Goldberg is the Special Project Director at 
the National Fair Housing Alliance, a national organization dedi- 
cated to ending discrimination in the housing market. She plays a 
lead role in the Alliance’s public policy work on foreclosure preven- 
tion, mortgage lending, and financial regulatory and housing fi- 
nance reform. We thank you for being back to the Committee, as 
well. 

So, let me just advise you all, your full statements will be en- 
tered into the record, without objection. I would ask you to summa- 
rize your statement for about 5 minutes or so, so that we could 
enter into a dialogue at the end of your collective testimony. 

And with that, Mr. Meyer, we will start with you. 

STATEMENT OF WAYNE T. MEYER, PRESIDENT, NEW JERSEY 
COMMUNITY CAPITAL 

Mr. Meyer. Thank you. Senator Menendez and Members of the 
Subcommittee, for this opportunity to speak with you today. My 
name is Wayne Meyer and I am the President of New Jersey Com- 
munity Capital, which is the largest nonprofit community develop- 
ment financial institution, or CDFI, in the State of New Jersey. I 
would like to share with you several approaches that my organiza- 
tion has been taking to prevent and mitigate foreclosures and to 
stabilize distressed housing markets in New Jersey. 

First, I would like to briefly discuss challenges facing our State, 
because while the housing market has begun to turn the corner in 
some places. New Jersey is still very much in a housing crisis. The 
data bears this out. As of June 2014, 5.7 percent of homes in New 
Jersey were in foreclosure and 9.3 percent more were seriously de- 
linquent, the highest rate in the Nation. Twelve-point-eight percent 
of mortgaged homes in the State had negative equity, comprising 
240,000 homes threatened by foreclosure and abandonment. Con- 
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currently, mortgage credit has been extremely inaccessible for even 
stable, moderate-income New Jersey homebuyers. 

Finally, New Jersey has the fourth-highest rental costs of any 
State, and these costs are rising, even as wages for the bottom 50 
percent of New Jersey earners has declined by a dollar an hour in 
the past year. As a result, many lower-income families are spend- 
ing half their income on rental housing, which is simply unaccept- 
able. 

For New Jersey Community Capital, an equitable housing mar- 
ket has been and remains a fundamental pillar for stabilizing 
neighborhoods and increasing the well-being and economic mobility 
of lower-income families. From our perspective, without economic 
mobility, there is no progress. 

In my written testimony, I have discussed four solutions that 
New Jersey Community Capital has developed to combat New Jer- 
sey’s persistent housing crisis. They center around our lending 
strategies, our Mortgage Loan Purchase Program, our real estate 
development arm and strategies, as well as mortgage lending. I be- 
lieve that our holistic approach is one that, with the right support 
and partnerships, could be effective in many distressed commu- 
nities around the country. In the interest of time, I would like to 
really highlight two of those particular programs that we believe 
are really important in addressing ongoing housing obstacles and 
creating opportunities to jump-start the housing market. 

The first is around lending. In New Jersey, we have witnessed 
an increasing shortage of capital from financial institutions to lend 
to nonprofit community development organizations and others who 
wish to acquire, redevelop, and put back into productive use vacant 
and abandoned housing. Every year. New Jersey Community Cap- 
ital invests millions of dollars into the creation and preservation of 
hundreds of for-sell and rental affordable housing units in a very 
difficult financial climate. Since the advent of the economic crisis, 
we find that CDFIs like NJCC have taken on even a larger role in 
lending in this certain area. 

Furthermore, there has been a lack of access to mortgage credit. 
So, in response. New Jersey Community Capital is partnering with 
the State’s largest credit union to create a Credit Union Service Or- 
ganization which will provide CRA-qualifying mortgage credit and 
credit counseling to qualifying prospective low- and moderate-in- 
come homebuyers that cannot access mortgages in their traditional 
market. 

Second, I would like to talk, if I may, about our ReStart Mort- 
gage Loan Purchase Program. Senator Menendez, at a field hearing 
you held in New Jersey in 2012, when you held the field hearing 
in New Jersey, I talked about the need for us to be able to acquire 
mortgages while people were still in their homes, to get ahead of 
the problem, to be in the front end to make sure we can preserve 
home ownership. Over the last 2 years. New Jersey Community 
Capital has acquired 800 mortgages through FHA’s Distressed 
Asset Stabilization Program in New Jersey, and our goal is simple. 
It is to keep families in their homes through principal reduction, 
bringing the mortgage down to the current value of the house and 
ensuring that the borrower’s monthly payment does not exceed 35 
percent of their income. We provide all of our homeowners with 
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high-touch financial counseling through partnerships with local ap- 
proved HUD organizations. 

Last, we have found in these pools that approximately 45 percent 
of the properties are vacant or tenant-occupied. We view these situ- 
ations as opportunities to repurpose distressed properties into new 
affordable housing opportunities. It is especially valuable in today’s 
housing market, in which Government housing subsidies are so 
limited, that we can pass on our savings on the mortgage pur- 
chases both to homeowners and to new affordable housing. To date, 
we have kept 250 homeowners in their homes and provided over 
$20 million in principal reduction, and there has not been one re- 
default on any of those mortgages. 

Briefly, I would just like to talk about what we see as several 
low- or no-cost approaches that can be taken to advance the steps 
to recovery in New Jersey and elsewhere. The first is increasing 
nonprofit access to nonperforming mortgages and REO properties 
through the FHA Distressed Asset Stabilization Program and the 
FHFA program. New Jersey Community Capital has relied on the 
FHA program to acquire 800 mortgages, but more and more for- 
profit entities are winning these pools. To date, they have won 88 
percent of what the FHA considers to be Neighborhood Stabiliza- 
tion Outcome pools, and we believe that this has to change. 

Some of our solutions to this challenge include increasing direct 
sales of mortgage pools from FHA to nonprofits in NSO areas, 
awarding extra points to NSO bidders committed to social out- 
comes, and allowing nonprofits the first option to bid on NSO pools 
or other sets of targeted pools. We believe that FHFA should follow 
the lead of the FHA DASP program and incorporate the NSOs in 
their GSE auctions. 

Finally, I would like to talk about the continuing support of prin- 
cipal reductions as an effective foreclosure prevention strategy. We 
believe that many of our homeowners are so severely underwater 
that the only way to make sure that they stay in their home is 
through principal reduction. So, we advocate for increasing access 
to funding sources similar to the hardest-hit funds, potentially in- 
cluding Department of Justice settlement funds, a source that can 
carry a program like ours to thousands more homeowners. 

Thank you. Senator. 

Chairman Menendez. Thank you. 

Ms. Guzman. 

STATEMENT OF MABEL GUZMAN, 2014 CHAIR, CONVENTIONAL 

FINANCE AND POLICY COMMITTEE, NATIONAL ASSOCIA- 
TION OF REALTORS 

Ms. Guzman. Thank you. Chairman Menendez and Members of 
the Subcommittee, for the opportunity to testify on behalf of the 
National Association of Realtors. My name is Mabel Guzman and 
I am a broker at ©properties in Chicago, Illinois, and I am the 
2014 Chair of the National Association of Realtors Conventional Fi- 
nance and Policy Committee. I am very passionate about the role 
of real estate in public policy, so much so that I took time away 
from my business to be here today. 

In my 17 years as a Realtor, this is thus far the most difficult 
market for homebuyers I have seen. In many respects, the U.S. 
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housing market is headed down the wrong path. We believe this is 
due to six major factors. 

First, our economy is still recovering. Employment and incomes 
are improving, but many earners still struggle with cash for 
downpayments and many homes are quickly snagged by investors 
paying cash, leaving little inventory for first-time buyers. 

Second, fees are hurting consumers. The overall cost of loans are 
at historic highs. The guarantee fees and loan level pricing adjust- 
ments charged by GSEs are hurting consumers. These policies re- 
sult in billions of dollars of profits for the GSEs, but have had a 
significantly negative impact on mortgage lending. 

Third, despite a healthy portfolio, FHA premiums are very high 
and they require borrowers to pay mortgage insurance for the life 
of the loan with no opportunity to cancel. Quite simply, this ham- 
strings consumer buying power. 

I had the pleasure to work with the Vasquez family, first-time 
homebuyers, and they wanted to use FHA as an option to purchase 
and they could not because the fees were exorbitant and too expen- 
sive. They had two options, either not to buy and wait a year to 
do so and save more money, which was not an option because the 
trends in our city are that prices would have been 10 percent high- 
er and they would have been priced out of the market. The other 
option was to do a conventional mortgage, which they ended up 
doing, but they pulled from their reserves to be able to make that 
5 percent downpayment. Then there was the issue of the closing 
costs. By using those reserves, they had less money to be able to 
pay for closing costs. So, I was able to negotiate with a seller that 
was willing to contribute 3 percent toward their closing costs, but 
that took over five offers to make that happen. So, through the 6- 
month process, we were able to have success, and now they are 
happy homeowners. 

Fourth, there are significant barriers to condominium ownership. 
We need changes to rules regarding owner occupancy ratios, project 
approval processes, and commercial space. Condominiums often 
represent the most affordable options for first-time homebuyers. 

I worked with a young man named Andrew Wikell [phonetic]. It 
took 3 years to find him a condominium under $200,000 in the city 
of Chicago, and we kept expanding our search. For him, it was the 
owner occupancy ratio. If a building had 55 percent tenants or non- 
owner occupied, it would not — he would not be able to get any fi- 
nancing on it. Though it was 55 percent nonowner occupied, within 
those units, anywhere from 5 percent to 15 and at times 20 percent 
had no mortgage, so they had no risk of default. We felt that it 
really should have been moved out of that ratio and put into 
owner-occupied status because the risk of default did not exist. 

Second, on commercial spaces, only allowing 20 percent is very 
onerous. Developers are creating transient-friendly buildings, addi- 
tionally lifestyle centers, where the owner can come down, get a 
cup of coffee, do their dry cleaning, make a copy, even sit down and 
have a glass of wine. By reducing that to 20 percent, it has a dou- 
ble-negative. Number one, they have no potion to buy into that 
building which gives them so many amenities outside their other 
properties that they could choose, but second, it reduces commer- 
cial space, which creates small businesses an opportunity to open 
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in that building and create jobs. So, it is a job killer at the same 
time. 

Fifth, the underwriting process needs to be improved. FHA and 
GSEs have made concessions with respect to lender liability. Now, 
lenders need to improve the quality of their underwriting and halt 
preventable mistakes. In addition. Congress and the Administra- 
tion can improve current credit conditions by addressing the 3 per- 
cent cap on fees and points. 

And, finally, foreclosure and short sales remain problematic for 
thousands of American families. The GSE and FHA alternative 
asset disposition programs actually reduce home purchase opportu- 
nities for owner occupants. Foreclosure prevention efforts need to 
be increased before loans are sold off to investors. In addition, NAR 
urges Congress to extend mortgage debt forgiveness to distressed 
homeowners who should not have to pay phantom income tax after 
enduring the stress and loss of their home in a short sale. There- 
fore, we need to provide more certainty in the short sale process, 
as well. We support Senator Brown’s bill, S. 361, to provide a cer- 
tain answer to distressed homeowners. 

I worked with a client. We started the short sale process and we 
waited 1 year for an approval so that she can realize that short 
sale, and it never happened. Her loan was sold. The new investor 
who purchased that did not want to realize a short sale and fore- 
closed on the client, now adding another unit of foreclosure into the 
market as well as destabilizing a condominium property. 

Until we address these issues, our national return to prosperity 
will be jeopardized. Out of the nine previous recessions, seven of 
the recoveries were led by housing. 

On behalf of the one million members of the National Association 
of Realtors, thank you for this opportunity to testify and I look for- 
ward to your questions. 

Chairman Menendez. Thank you. 

Ms. Gordon. 

STATEMENT OF JULIA GORDON, DIRECTOR OF HOUSING 

FINANCE AND POLICY, CENTER FOR AMERICAN PROGRESS 

Ms. Gordon. Good morning. Chairman Menendez and Senator 
Warren. My name is Julia Gordon and I direct the Housing Fi- 
nance Team at the Center for American Progress. Thank you so 
much for convening this hearing on the critical topic of inequality 
of opportunity in the housing market. 

Today, our Nation’s housing recovery is neither strong nor equi- 
tably distributed, as Ms. Guzman has described. Not only has the 
mortgage market shrunk nationally, but many communities, and 
especially communities of color, lag far behind other parts of the 
country, with hard-hit neighborhoods continuing to suffer the ongo- 
ing effects of multiple foreclosures, negative equity, vacant homes, 
and blight. And, as more families become renters rather than own- 
ers, rents have risen to the point where more than half of all rent- 
ers spend more than 30 percent of their gross income on rent, 
which is considered the upper limit of rental affordability. 

Most people of color remain shut out of the conventional mort- 
gage market, with more than 70 percent of African Americans and 
about two-thirds of all Latinos having FHA and other Government 
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programs as their only option. And, while less than 20 percent of 
all homeowners nationally still owe more on their mortgage than 
it is worth — than their home is worth, in the hardest-hit zip codes 
in the Nation, as many as three-quarters of all homeowners are 
still underwater, and in two-thirds of these zip codes, African 
Americans and Latinos account for at least half the population. 

Ironically, even as home prices experienced historic declines over 
the past 6 years, the tightness in the credit market meant that for 
too many households, especially families of color and lower-wealth 
families, they miss what could otherwise have been an ideal oppor- 
tunity to access affordable and sustainable home ownership, and in 
many of these communities that already lost significant wealth due 
to the foreclosures, wealth continues to be exported outside the 
community as it flows to landlords who do not live there. 

It is not too late to turn this situation around, but we must focus 
our efforts on enabling more families to join the ranks of home 
ownership. At the same time, we must ensure that expansion of ac- 
cess not lead to any of the predatory and abusive market practices 
that led to the crisis. So, I do urge you as you hear calls to exempt 
more market participants from the Dodd-Frank mortgage protec- 
tions, that we think very carefully about that. We believe that ac- 
cess can be increased significantly under the current rules. 

So, while there is no one silver bullet, there are many dials and 
levers we think we can move to increase access without opening 
the door to predatory or unsafe lending. First and foremost. Con- 
gress should complete comprehensive reform of the housing finance 
system. Uncertainty concerning the fate of Fannie and Freddie con- 
tinues to weigh heavily on the market. S. 1217, the legislation 
passed by this Committee, provided a very useful framework, but 
did not sufficiently place the goal of access to affordable, sustain- 
able credit at the center of the new system’s purpose. 

Until that effort is completed, FHFA and FHA have a great deal 
of power to make positive change. Just yesterday, FHFA released 
the news that Fannie and Freddie will offer a low-downpayment 
product for first-time homebuyers, a sorely needed first step in 
opening the conventional market to lower-wealth borrowers. 

We further recommend that companies update the credit score 
model used by their automated underwriting systems to improve 
the reliability of scores and the availability of scores for tens of mil- 
lions of consumers, especially consumers of color. 

Additionally, FHFA should set strong housing goals and duty to 
serve requirements that push the enterprises to lead the primary 
market instead of lagging it, as they have been doing. They should 
pool for risk and set pricing based on what is needed to cover ex- 
pected losses rather than continuing what has been a failed at- 
tempt to revive the private label market using unnecessarily high 
fees. 

To help struggling communities, FHFA should provide troubled 
borrowers with principal reduction modifications, which are the 
most successful form of assistance. It should also instruct Fannie 
and Freddie to consider direct purchase of forced place hazard in- 
surance to protect both consumers and taxpayers from the kick- 
backs and inflated costs associated with mortgage servicers pur- 
chasing that insurance. 
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FHFA should direct Fannie and Freddie to begin contributing 
immediately to the Housing Trust Fund and Capital Magnet Fund, 
which will help provide affordable rental housing for extremely 
low-income families. 

As for FHA, which is now on track to fully replenish its reserves 
by 2016, we recommend revisiting the impact that premiums are 
having on access to credit and considering whether some reductions 
could provide sufficient additional volume to offset any cost to the 
fund. 

Both FHFA and FHA should ensure that any bulk sales of dis- 
tressed mortgages promote both home retention and neighborhood 
stability. If designed responsibly, we believe these sales can offer 
better loan modifications, support neighborhood revitalization, and 
limit losses to taxpayers. But, if loans are simply passed off to the 
highest bidder without any protections, we will have missed an ex- 
traordinary opportunity. 

To further the work of fixing the broken mortgage servicing sys- 
tem, FHFA and FHA should join with CFPB and other prudential 
regulators to improve servicing rules further, revisit soon the issue 
of servicer compensation, and find a way to require sustainable 
modifications to homeowners after HAMP expires. 

Finally, as Ms. Guzman mentioned. Congress must extend the 
Mortgage Debt Relief Act, at least through the end of 2015. 

Thank you again for inviting me to talk today. Together, we can 
work to create a more robust, fairer housing market that drives 
economic growth and promotes opportunities for America’s families. 

Chairman Menendez. Thank you. 

Ms. Goldberg. 

STATEMENT OF DEBORAH GOLDBERG, SPECIAL PROJECT 
DIRECTOR, NATIONAL FAIR HOUSING ALLIANCE 

Ms. Goldberg. Thank you, Mr. Chairman. Good morning. Good 
morning. Members of the Subcommittee. Thank you for the oppor- 
tunity to testify here today. My name is Debby Goldberg. I am a 
Special Project Director at the National Fair Housing Alliance, or 
NFHA. NFHA works with its 220 members in 37 States and the 
District to provide equal access to housing for millions of people. 

My written testimony touches on a number of topics, but my tes- 
timony here this morning will focus on the broken system for main- 
taining and marketing foreclosed properties, particularly in com- 
munities of color, and the long-term impact of these problems. 

Home ownership has long been a key to opportunity in this coun- 
try, a path into the middle class. It has provided millions of fami- 
lies the means to create economic stability and build wealth. But, 
households of color have not experienced the benefits of home own- 
ership to the same degree as their White counterparts, and for 
many households of color, home ownership is a thing of the past. 
Since 2008, five million families who were homeowners have lost 
their homes to foreclosure, and communities of color have been par- 
ticularly hard hit. 

In April 2009, NFHA began an investigation into the marketing 
and maintenance of foreclosed properties, or REOs. In partnership 
with 17 of our members, we have inspected 3,726 foreclosed prop- 
erties in 29 metro areas and 22 States. Some of these are in pre- 
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dominately White neighborhoods, others in predominately Black 
and/or Hispanic neighborhoods. Many of these are stable commu- 
nities where the rate of home ownership is high. At each house, our 
investigators evaluate more than 30 aspects of maintenance and 
marketing, including curb appeal, structural integrity, signage, in- 
dications of water damage, and the condition of the paint, siding, 
gutters, and downspouts. 

We have found that REOs in White neighborhoods were well 
cared for and well maintained, well marketed. They were more 
likely to have neatly manicured lawns, securely locked doors, and 
attractive professional “for sale” signs out front. Someone driving 
down the street would be unlikely ever to know that the property 
was for sale because of a foreclosure. 

In contrast, REOs in communities of color were more likely to 
have overgrown yards, trash on the premises, unsecured doors, and 
broken or boarded windows. They appeared abandoned, blighted, 
and unappealing to potential homebuyers, even though they were 
located in stable neighborhoods where the surrounding homes were 
well maintained. 

Eurther, these maintenance deficiencies were cumulative. That 
is, REOs in communities of color were more likely to have a greater 
number of deficiencies than those in White communities. These cu- 
mulative deficiencies lead to a host of problems. They can cause 
health problems, both physical and mental. They attract vagrants 
and criminal activity and may be fire and safety hazards. They also 
contribute to violent crime in a community. Research shows that 
for every 1 percent increase in the foreclosure rate in a census 
tract, violent crimes increase by 2.33 percent. All of these problems 
place an increased burden on municipal fire, police, health care, 
and other resources. 

At the same time, these poorly maintained REOs bring down 
property values, resulting in lower tax revenues for municipalities, 
even as they must expend more resources to cope with the prob- 
lems created by the REOs. We have also found that poorly main- 
tained REOs linger on the market longer before being sold and are 
more likely to be sold to investors, transferring wealth out of the 
community. 

Managing REOs differently based on the racial composition of 
the neighborhood in which they are located is a violation of the 
Eederal Eair Housing Act. The Eederal agencies responsible for 
overseeing the activities of banks, the GSEs, and other investors 
have both the authority and the obligation to ensure that they do 
not violate the Eair Housing Act in their maintenance and mar- 
keting of REO properties. Effective oversight can help stem the 
kind of problems our investigations uncovered. To date, only the 
Eederal Reserve Board has taken action in this area. 

In our report, we outline a series of recommendations for ad- 
dressing these problems and ensuring that communities of color 
have an opportunity to share in the economic recovery. One of 
these is for Congress to play an active role in oversight, both to 
shine a spotlight on the problems where they exist and to hold ac- 
countable Eederal agencies with the responsibility to help prevent 
and solve these problems. 



10 


Further, we believe it is critical to create a path back to home 
ownership for families harmed by the foreclosure crisis and have 
described some of the steps necessary to do this. So many of these 
families are families of color, and they will constitute half of the 
potential homebuyers over the next decade. Helping them exercise 
that potential is not only the right thing to do, it is an economic 
imperative for our Nation. 

Thank you for the opportunity to testify here today. I look for- 
ward to your questions. 

Chairman Menendez. Thank you all for your testimony. There 
is a lot of ground to cover here, so let me start. 

Several of you have discussed how mortgage borrowers’ credit 
scores have tightened sharply in recent years, and not only com- 
pared to the precrisis boom years, but also tighter than the more 
normal period before the boom. During the run-up to the crisis, we 
saw many instances of homeowners who once would have received 
modest, affordable loans instead receiving much riskier loans than 
they could possibly afford. And now it seems the response has been, 
instead of going back to matching the creditworthy borrower at the 
lower end of the distribution with affordable loans, these borrowers 
are being cut out of the market entirely. 

So, my question for any or all of you is what factors do you think 
are driving that trend? To what extent are the broader economic 
factors as opposed to tighter mortgage lending standards affecting 
this? And, to the extent that creditworthy borrowers are having a 
tougher time right now getting a mortgage, how has the impact dif- 
fered across different populations or segments of the market? Who 
has felt it the most? So, one is why is it happening? Two, what are 
the factors? Are there factors beyond just having the pendulum 
swing the opposite way, and who is getting the worst of it? 

Ms. Guzman. 

Ms. Guzman. Yes. With regard to what is happening, is cur- 
rently, banks have credit overlays. CFPB put out actually very ra- 
tional rules that mitigate risk to any qualified borrower, but bank- 
ing comes in. If there is a 41 percent DTI, debt-to-income ratio, 
which is the CFPB rule, they will say they need 43 percent. So, 
that eliminates 10 percent right there. 

Then, if they look at a credit score, 650 maybe being the average 
on a consumer, they will say, well, we need 680 or 700. That elimi- 
nates another subsection right there. And, credit — that number has 
nothing to do with risk. It is, rather, they have a lot of revolving 
debt or not. Many consumers actually prefer to pay cash, and we 
are looking at FICO 9, which is one of the new models that would 
actually help and introduce more borrowers into the market. 

The credit overlays do need to be removed, or buffers, as they 
say, because we have already gone through a sense of reform, you 
could say, with the CFPB. And, by the elimination of that, you 
would still have good creditworthy borrowers, rational lending, and 
you would see a reintroduction of opening that pool and access to 
more borrowers into the American dream. 

Chairman Menendez. Does anyone else want to opine? Ms. Gor- 
don. 

Ms. Gordon. If I could pick up on the fact that the lenders have 
these overlays and talk about why they have the overlays, it would 
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be hard for us to know exactly why, because every time we talk to 
lenders about it, we hear a different story, depending on what 
problem we are working to solve. 

For a long time, the concern had to do with the representation 
of warranty framework or the indemnification framework, lenders 
concerned about being forced to buy back their loans. Both FHA 
and FHFA have been doing their best to provide lenders with more 
certainty in that area. But, as soon as you hear more certainty in 
that area, you hear the lenders talk about other regulatory risks. 
You hear they talk about the DOJ settlements. 

There are a whole variety of reasons lenders have been putting 
forward about why they are not lending and it is very difficult to 
tell exactly what policymakers can do to change the fact that, at 
the moment, some of the biggest lenders, some of the biggest 
banks, simply do not appear to really want to ramp up their mort- 
gage businesses, which is why I do think it is really important for 
us to focus on alternative mortgage channels, to focus on credit 
unions, CDFIs, smaller institutions. While, typically, the answer to 
that is, well, you can never scale that up to the point where it mat- 
ters, I think that we would be doing ourselves a disservice if we 
did not really try to scale the efforts of the more mission-based or- 
ganizations that have a desire and willingness to be in the mort- 
gage business and to serve the communities that we are talking 
about. 

And, in terms of who is being left out the most, you know, low- 
wealth borrowers, but in particular, borrowers of color are being 
very, very deeply hurt, and I want to strongly support what the 
CFPB is trying to do in terms of collecting more and better HMDA 
data. We really need that data to understand what is going on. I 
would also urge CFPB to add a few more data fields and think 
about how we can also be keeping track of things like housing 
counseling and loan modifications, as well as the origination data. 

Chairman Menendez. I have several other questions. I only got 
to one. You all expounded significantly on it. But, in deference to 
my colleagues, I am going to come back a little later. 

Senator Warren. 

Senator Warren. Thank you, Mr. Chairman, and thank you all 
for being here today. Thank you for calling this hearing. 

You know, home ownership remains the principal way for most 
families to build economic security. But, access to mortgage credit 
is very tight. Only about half as many new mortgages were ap- 
proved in 2012 as back in 2001, well before lending standards were 
loosened up in the run-up to the financial crisis. 

Now, Fannie and Freddie are responsible for a huge portion of 
the secondary mortgage market and that means their standards 
have a major influence on what mortgages are actually offered in 
the primary market. Since the crash of 2008, trouble with a mort- 
gage or short-term job loss has left millions of Americans with 
dings on their credit scores, and moderate-income families, African 
American and Hispanic families, have been hit especially hard. 

But, instead of taking that into account in loosening credit score 
standards, Fannie and Freddie have gone in the other direction. In 
2012, the average credit score associated with a mortgage pur- 
chased by Fannie or Freddie was over 760. That is more than 50 
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points higher than the average credit score associated with mort- 
gages they purchased back in the early 2000s, and more than 50 
points higher than the average credit score of the average Amer- 
ican. To be blunt, Fannie and Freddie have put home ownership 
out of the reach of millions of creditworthy families. 

So, Ms. Gordon, I just wanted to start with you. Do you agree 
that Fannie and Freddie’s credit standards have played a key role 
in keeping many Americans out of home ownership? 

Ms. Gordon. Well, the answer is yes, but it is not just their cred- 
it standards per se. The whole direction of Fannie and Freddie’s 
policies since the conservatorship has been extremely conservative 
and not aimed at performing their chartered mission of serving all 
markets all times. 

Senator Warren. Fair enough. I just wanted to focus in, though, 
in particular, on credit scores. It is an easy piece to get a hold of 
and an easy piece to talk with Fannie and Freddie about. We have 
got other aspects, I promise, we will 

Ms. Gordon. Sure. Absolutely, on the credit scores. I mean, it is 
partly because of the overlays, partly because they are using the 
old FICO model, and, you know, with a heavy reliance on auto- 
mated systems as opposed to manual underwriting, they have some 
important exemptions from some of the QM standards but often 
are not able to use the compensating factors or do not want to use 
them. 

Senator Warren. Well, that is right, and the data would suggest 
they are not using them 

Ms. Gordon. Right. 

Senator Warren. right? And, Ms. Guzman, you are out there 

doing real estate. Would you agree with that? 

Ms. Guzman. Absolutely. 

Senator Warren. OK. 

Ms. Guzman. Absolutely. When we look at the HMDA filings in 
2006, 56.8 percent of African American and Black borrowers had 
an Experion credit score of 650 or less. When we are looking at 
FICO 9, this will result in increased acceptance of mortgage appli- 
cants. But, we also believe VantageScore is another model that 
they need to be using. First of all, again, that number, 650 or 675, 
does not indicate risk. It just means how much credit they have 
available to them. 

Senator Wj^ren. Right. 

Ms. Guzman. With VantageScore, it takes into account rental 
payments, utility payments, and maybe even possibly, with many 
Latinos in our market, they send their children to parochial school. 
That is a big nut they have to pay on education every month. They 
should be using other methodology and have innovation within the 
organization to actually look at this and say, yeah, we need to now 
expand the way we give credit or how we determine who is a cred- 
itworthy borrower. 

Senator Warren. Good. I think that is really valuable, and offer- 
ing a lot of approaches that Fannie and Freddie could be using. 
You know, with Fannie and Freddie keeping credit so tight, espe- 
cially at a time when housing is more affordable than it has been 
before, then it is bad for families, it is bad for the housing market, 
and it is bad for the economy across the board. 
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So, I want to ask about one other thing, and that is since the 
Government’s Home Affordable Mortgage Program, HAMP, began 
in 2009, more than 1.3 million homeowners have received a loan 
modification, and many of these modifications reduced the interest 
rates, which, in turn, lowered the homeowners monthly payments 
and helped people stay in their homes. About 90 percent of these 
modifications were designed so that interest rates would begin re- 
setting and gradually increasing after 5 years. 

The first reset started last year, and according to an analysis of 
Treasury data by the Special Inspector General for TARP, after all 
of these resets are completed, the median monthly mortgage pay- 
ment will increase by more than 20 percent for these families. 
Monthly payment increases will be even higher for those who need- 
ed the most help and, thus, received the steepest initial discounts 
in their interest rates. 

Now, researchers at Urban Institute’s Housing Finance Policy 
Center have estimated that the impact of these resets will hit hard- 
est in 2016 and 2017, and that as a result, we may see redefaults 
of about 10 percent among this group. That translates to about 
100,000 families defaulting in the next couple of years. 

So, Mr. Meyer, I wanted to start with you. I was pleased to see 
that last week. Treasury announced plans to enhance the existing 
HAMP modification to avoid some of the problems that these resets 
will cause. Has New Jersey Community Capital looked at ways to 
help these families stay in their homes if they default again? 

Mr. Meyer. Yes, Senator. Thank you. We believe that it is im- 
portant to engage with principal forgiveness and to make sure that 
the mortgage is right-sized to give the homeowner the best chance 
of success. But, a really important part, an important component 
of our program is a really high-touch financial counseling compo- 
nent, and it is not just to develop a mortgage resolution plan to 
keep the homeowner in their home, but it is also to support the 
homeowner on a go-forward basis. So, our counselors are staying 
with the homeowner after the mortgage is modified for a period of 
12 to 18 months to make sure that they stay on track. And, al- 
though our track record right now is 2 years, we have modified 
hundreds of mortgages and have not yet had one redefault. 

Senator Warren. Good for you. Thank you, Mr. Meyer. 

I am going to follow the good example set by the Chair and quit 
there, but I do want to come back at some point to what Treasury 
should be doing about this on the modifications, as well. Thank 
you. 

Chairman Menendez. Senator Merkley. 

Senator Merkley. Thank you, Mr. Chair, and thank you all for 
your concern and interest day to day in this challenge of reestab- 
lishing home ownership as a major driver of wealth for middle- 
class families. 

Ms. Gordon, I thought I would ask you a question, and it is a 
little unfair, because I have not briefed you in advance, but are you 
familiar with IDA programs. Individual Development Account pro- 
grams? This is something that I became interested in in Oregon. 
I started the first IDA program that was west of the Mississippi, 
essentially in which low-income families, if they save toward home 
ownership, they get a matching grant under the program to enable 
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them to buy a house, pay closing costs, downpayment, and so forth. 
And, it has had a very strong success rate in home ownership. I 
also worked previously with Habitat for Humanity, where we 
worked with very low-income families to buy homes. 

And, the reason I raise this is when we look at the home mort- 
gage interest deduction, it is our major home ownership program, 
but it does not extend to low-income families, and let me give an 
example of that. You buy a $200,000 house. You pay 4 percent in- 
terest — that is $8,000 of interest — at the beginning of the mort- 
gage. It gets less over time. And, yet, the standard deduction cur- 
rently is $12,400. So, you do not get one dime of help. 

And, one of the things that I have put forward periodically is the 
idea of adding on to the home mortgage interest deduction and 
with a grant program for those who do not take advantage of it. 
For example, if we were to have — we could kind of create a system- 
atic IDA, still requiring matching funds if a homeowner was to 
take advantage of it for closing and downpayment, but take a value 
equivalent, kind of the value that they would have if they could 
have utilized the home mortgage interest deduction at a middle- 
class tax rate and give it as an annual grant or tax credit. 

Is that something you have taken a look at? This is where it is 
unfair, but the general idea — do you see where I am headed with 
the suggestion — to enable home ownership 

Ms. Gordon. Right. 

Senator Merkley. not taking away anything from anyone 

else, but to help empower home ownership among lower-income 
families. 

Ms. Gordon. I do see where you are headed and I think it is a 
very interesting idea to talk about. I do have to say that we have 
recommended actually converting the mortgage interest deduction 
into a credit so that we solve the problem of this enormous subsidy. 
I mean, the amount we spend on the mortgage interest deduction 
every year is bigger than the entire HUD budget, which is, you 
know, incredible when you think about it, and it really is benefiting 
those in the upper parts of the income scale. And, so, we do think 
converting it to a credit and capping it would help direct that sub- 
sidy to the people who need it the most. 

But, knowing that reform of that particular deduction is chal- 
lenging, to say the least, and that comprehensive tax reform may 
be on the table, but will also be challenging to accomplish, you 
know, thinking about ways to tax advantage programs that help 
lower-income borrowers get into housing is very important and I 
would love to talk to you more about that. 

Senator Merkley. Thank you, because I think we spent about 
$70 billion on the mortgage interest deduction. 

Ms. Gordon. Yeah. Yeah. 

Senator Merkley. It would take just a few billion dollars to pro- 
vide these credits at the lower end. So, I like to think of it as “yes 
plus” if you will, the possibility. 

I also wanted to — does anyone else want to make any comments 
on that? 

Ms. Goldberg. I would add just one thing, which is that I think 
it is a very interesting idea, as well, and agree that the way we 
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handle the mortgage interest deduction definitely disfavors people 
with modest means, which often means people of color. 

But, I also want to say that I think it is important for us not 
to fixate on downpayment. The downpayment is a huge hurdle for 
people of modest means to get into home ownership, and the truth 
is that if we look back beyond this most recent period of trouble 
in the mortgage market, we find that we actually know how to 
make low downpayment loans that are very sustainable, affordable 
and sustainable. If you do it right, with the right product, it helps 
to have housing counseling along with it, and we have a long his- 
tory, actually, of being able to make low downpayment loans to 
low- and moderate-income people that are extremely successful, 
and we need to remember that history and revive that approach. 
Then, the IDA program will get you a lot farther and there will be 
fewer people who need that kind of help to get over the hurdle of 
getting into home ownership. 

Senator Merkley. Yes, fair point, Deborah. But, even with low 
downpayment loans, the downpayment and the closing costs to- 
gether can still be a substantial hurdle to undertake. 

Ms. Goldberg. That is right. 

Senator Merkley. But, the type of thing I was just describing 
does not help just with the downpayment. It helps on an annual 
basis when you do not utilize the mortgage interest deduction as 
an alternative 

Ms. Goldberg. The ongoing cost 

Senator Merkley. As ongoing costs, yes. And, so, it mimics the 
effect of the mortgage interest deduction, if you will. 

I am out of time. So many questions, so little time. Thank you 
all very much. 

Chairman Menendez. Well, we are going to have another round, 
so if you want to stick around, you will maybe have — if your sched- 
ule permits. But, let me — and I know Senator Reed is going to be 
returning shortly. He has a very significant interest. 

Let me — there is so much here. First of all, Ms. Goldberg, I am 
glad you raised the history of the low downpayment program and 
its efficacy and its success. I think it is going to be under siege in 
the next Congress, so we are going to have to remind people about 
the facts, not the creation of the image, and that is going to be a 
challenge. 

I want to get, since part of the focus of why I wanted this hear- 
ing, in addition to where we are at and what our challenges are, 
is also to drive here a point that I think is very real, and that is, 
certainly for many families, the whole essence of home, in addition 
to being the place that we nurture our families and raise them, 
represents the most significant, or in some cases the only source 
of savings. And, for half of American families, for example, home 
equity accounts for at least 60 percent of their net worth, including 
nearly 70 percent for the typical Latino family and about 60 per- 
cent for African American families, and almost 80 percent for fami- 
lies in the bottom 25th percent of income earners. 

So, with those numbers in mind, what is the implication of the 
current credit conditions for savings, wealth building, and income 
mobility? It seems to me that that is rather challenging. And, one 
of the things that we just — I think I perceive from this last election 
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is despite every major macroeconomic indicator, you know, the 6 
consecutive years of private job sector growth, the lowest unem- 
ployment in 6 years, the lowest deficit in 6 years, the lowest deficit 
as a percent of the economy by 40 years, the low gas prices, I 
mean, I could go on and on and on, but what is the reality for most 
families, is that incomes have been stagnant. If you add to that, 
then, the inability to have the single most significant source of 
asset and wealth to be stuck or not attainable, then you are cre- 
ating an even more caste set of circumstances in our society. So, 
I would like to hear some of you address that, anyone who wishes 
to. 

Ms. Goldberg. Sure. Yes, it is absolutely true. Particularly for 
families of color, home equity has tended to be the largest single 
asset that they have. It is an asset that can be passed 
intergenerationally and that has been used very powerfully in 
many moderate-income neighborhoods around the country. Those 
neighborhoods were particularly devastated by the foreclosure cri- 
sis. They were the first neighborhoods targeted. They were equity 
stripped before we even invented some of the toxic products that 
eventually took down the whole superstructure. It has left people 
of color in a very bad position in terms of wealth. I mean, if Whites 
lost about a quarter of their net worth over the course of the crisis, 
African Americans and Latinos lost 50 or 60 percent of their net 
worth. It is really — it is really frightening and the disparity is 
huge. 

You know, also, going forward in the mortgage market, the ma- 
jority of family formation is going to be people of color, and if we 
want to have a healthy mortgage market, if the 'V^ite baby 
boomers want to someday sell their houses, we are going to have 
to find a way for people of color who are now even lower wealth 
than they were before the crisis to be able to come in and buy these 
houses. 

And, honestly, I think this is a national emergency and that we 
need to think very creatively and boldly about how we solve this 
problem. 

Chairman Menendez. And, as some of you others answer, I won- 
der if you have any policy considerations for how we improve access 
to affordable home ownership for creditworthy borrowers. I do not 
want to lose sight that we are still looking for creditworthy bor- 
rowers. Ms. Guzman and then Mr. Meyer. 

Ms. Guzman. Well, absolutely. I was — I participated in the 
Neighborhood Stabilization Program, which targeted 25 commu- 
nities in the city of Chicago, and predominately communities of 
color that were hardest high by foreclosures. A lot of those prop- 
erties were bought through that program, and the first initial 
round was $55 million and Realtors played a big role helping the 
NSP recipient to actually buy a lot of those properties and then re- 
integrate them into the market. Additionally, they set up programs 
where first-time borrowers would have counseling. And, addition- 
ally, they would help them with closing costs. But, at the end, 
there were 2,000 units that were purchased. It is now a national 
model. 

And, on the competitive bid for the NSP on the second round, it 
was $98 million was awarded to the city because of the success of 
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the program, and it continues to grow. Four thousand units of 
housing were created, 75 percent rental, because, again, the mar- 
ket was in freefall. But, many communities were stabilized, and 
mostly in communities of color. 

It is wealth building. It is a wealth builder. It changes the dy- 
namic of a family. To have prosperity, economic self-reliance, we 
really do need to reintroduce these borrowers back into their com- 
munities to create that stabilization and also economic prosperity 
for themselves. 

Chairman Menendez. Mr. Meyer. 

Mr. Meyer. I agree that wealth building is such a challenge, and 
Senator, I may even take it a step further. In a lot of the neighbor- 
hoods where we work, more than 50 percent of the renters pay 
more than 50 percent of their income toward housing, which leaves 
them with very little other room for food, for health, for education. 
So, it is not just about wealth building. It is also about being able 
to put your housing costs into line with your income. 

So, what Ms. Guzman’s point was around, the NSP program, I 
agree, that was a significant program. But, we are in an age of lim- 
ited, shrinking Government resources. So, in New Jersey, for exam- 
ple, we receive $65 million of NSP monies. I think we did maybe 
a little less than 300 units with these funds, which is not a lot. And 
one of the policy changes we can make is to increase access to FHA 
mortgages, because through that alone, we have bought 800 mort- 
gages at a discount. So we are able to repurpose 300 of these prop- 
erties that are vacant or tenant-occupied for just a fraction of the 
cost of doing 300 units through NSP. I think that is a significant 
consideration. 

So, then the challenge becomes how do we put into the hands of 
nonprofits and others the inventory of assets that can create these 
opportunities for low- and moderate-income families rather than 
only selling them into private equity firms. I think DASP is a great 
opportunity to do that. I really do believe that. And, I think this 
opportunity is going to pass us if we do not act quickly on it. 

Chairman Menendez. In this regard — and I want to turn back 
to Senator Warren, but just to keep this train of thought while we 
have it — Ms. Gordon, in your testimony, you discussed the FHFA’s 
recent announcement about allowing Fannie and Freddie to resume 
backing well underwritten loans with downpayments as low as 3 
percent in cases where borrowers can demonstrate their credit- 
worthiness and ability to repay and with other compensating fac- 
tors. What is the track record for well underwritten loans with 
lower downpayments with other compensating factors? 

Ms. Gordon. The track record is good. I mean, at Fannie and 
Freddie themselves, the difference in performance between a 3-per- 
cent down and a 5-percent down is almost indistinguishable, and 
we have worked with the Center for Community Self-Help — I actu- 
ally used to work there — where we had a portfolio of many, many 
thousands of mortgages that were low-downpayments mortgages 
made to families with nontraditional credit histories or thin files 
and that were properly underwritten and were safe, sustainable 30- 
year fixed-rate mortgages, and we actually had a grant to follow 
very closely the performance of those mortgages and so we have 
been tracking them carefully throughout the crisis, and that port- 
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folio of loans, which, really, many people might have looked at and 
said, really, do you want to make these loans, they have performed 
better than any other cohort of loans except for the very prime 
fixed-rate mortgages. They have performed better than adjustable 
rate prime. They have performed better than any all day or 
subprime categories. 

Chairman Menendez. So, these were not the drivers of the crisis. 

Ms. Gordon. These were not the drivers of the crisis. 

Chairman Menendez. I ask, because we are going to hear the 
opposite of that. 

Senator Warren. 

Senator Warren. Well, what does it mean when you say you are 
going to hear the opposite? 

Chairman Menendez. No, no 

[Laughter.] 

Chairman Menendez. No, no, we are comrades in arms on here. 

Senator Warren. We certainly are on this one. 

So, I want to actually, though, ask you about another part of 
this. I want to raise another issue, and that is when a Fannie- or 
Freddie-owned mortgage goes into default, Fannie or Freddie buys 
the property and then resells it, and last year alone, Fannie sold 
more than $2.8 billion worth of property. So, when these notes are 
sold to homeowners rather than to investors or absentee landlords, 
families do better, neighborhoods do better. 

So, FHFA has a First Look policy that gives families and individ- 
uals first crack at buying these repossessed properties before the 
bidding is opened up to investors, but the policy is not working. 
The houses are priced so high during the First Look period — sig- 
nificantly above market value, according to many reports that we 
hear — that regular buyers do not really have a shot at this. The 
prices come down only later, when investors are moving in. 

So, I thought I would start with you again, Ms. Guzman. As a 
Realtor, you have firsthand experience with the difficulties that 
borrowers are facing in today’s housing market. How do you think 
Fannie and Freddie could better ensure that these notes end up in 
the hands of owner-occupants? 

Ms. Guzman. Well, it is beyond the First Look. I mean, getting 
the First Look and then being able to submit an offer right away, 
also, in a timely response on that offer, is completely different than 
the First Look, let the clock run out 10 days later, then it is a mul- 
tiple-bidding process. That seems — you know, they say they want 
to support owner occupancy, but we find that it really kind of 
confounds everything. 

As I said, working with several buyers, it has been a multiple 
offer process. You know, they are writing five, six offers just to get 
into housing. The Vasquez family, I mean, with their three chil- 
dren, it ended up that we did not even get into a Fannie Mae prop- 
erty. We actually worked with a private seller and it worked out 
just fine. 

But, the First Look, it has to be more than First Look. It has to 
be First Look, first bid. 

Senator W^ren. Good. 

Ms. Guzman. Give them a crack, and then after that, if it does 
not succeed, then, fine. Then go ahead and reintroduce it to the 
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public and let the private market go at it. But, it has to be First 
Look, first bid. 

Senator Warren. Good. Thank you. 

Anybody else want to add on the First Look? Ms. Goldberg. 

Ms. Goldberg. So, our recommendation would be to extend the 
First Look period longer, but also, that any time the price drops, 
there should be a new First Look period 

Senator Warren. Oh, interesting. 

Ms. Goldberg. so that, once again, people who want to live 

in the home as opposed to use it as an investment have an oppor- 
tunity to take a shot at it. 

And, in addition, we would recommend that we remove the in- 
centives for the preference for cash offers. We understand that a 
lot of times the real estate agents who list these properties are paid 
incentives to move things quickly. This means that when they get 
two offers, one of which requires the buyer to get a mortgage and 
the other one of which is a cash offer, if they’re going to get a big- 
ger commission if they move the property quickly, then they’re 
going to go for the cash offer that can settle immediately without 
having to worry about whether and when the mortgage is going to 
come through. 

When it comes to both foreclosed properties and nonperforming 
loans that are under the control of either Government agencies, 
such as HUD, or Government-controlled entities, such as the GSEs, 
we need to be looking at these as resources to help stabilize com- 
munities. That means our approach to disposing of these assets 
needs to be mindful of both the bottom line for the agencies in- 
volved and also the bigger neighborhood stabilization efforts that 
are really needed. Those help shore up all the other mortgages and 
all the other properties in those same neighborhoods. 

So, we should make some changes to the First Look process so 
that we do not create incentives for investors and cash offers to get 
a preference. We actually have a settlement with Wells Fargo as 
a result of some of our REG work and a complaint that we filed 
with HUD under the Fair Housing Act. That settlement includes 
provisions addressing the First Look process. It mandates that any 
time there is a cash offer to buy a Wells REO and at the same time 
there is an offer from a prospective owner occupant that is as good 
or better but requires financing, the noncash offer must get pref- 
erence. We would recommend that this be instituted across the 
board in First Look programs. 

Senator Warren. Thank you 

Ms. Guzman. I need to respond to that. 

Senator Warren. I will let Ms. Guzman respond, and then Mr. 
Meyer. 

Ms. Guzman. I think it is ultimately, when offers come in and 
they are cash and/or if they are financed, we always recommend 
the financed deal, because, actually, it is a better price. So, we do 
not actually lean toward the cash investor ever. We want it to 
be 

Senator W^ren. You mean, we, the real estate 

Ms. Guzman. We, the real estate, the Realtors 

Senator Warren. The Realtors 
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Ms. Guzman. I have represented REO properties for Bank of 
America and I have friends who worked on Fannie Mae properties, 
as well, and what it comes down to is that the investor — that per- 
son on the end that you do not see is making a decision to go with 
cash, even though we believe that the financed deal is a better 
deal. It is a better price. But, they do not want to wait. They do 
not want to wait. They would rather go ahead, especially, in many 
cases, just go with cash, because they figure it is going to be a 
clean deal and that is it. 

Senator Warren. Same outcome. 

Ms. Guzman. Yes. 

Senator Warren. Mr. Meyer. 

Mr. Meyer. Senator, we have a fair amount of experience with 
the First Look Program, both with Fannie Mae and also through 
the National Community Stabilization Trust, and our experience is 
that they need more time. It would be helpful. But, we also advo- 
cate for a last look, because all too often, the price does come down 
and then the homes ends up in the hands of an investor. But the 
homeowner or nonprofit could have purchased it first if they had 
more time to do so. 

And, I have an example of that. About 2 years ago, I was work- 
ing with Fannie Mae on a bulk transaction where we were going 
to buy 40 properties in a very targeted neighborhood and we 
thought it was an opportunity for us to really increase home owner- 
ship and also build neighborhoods. We could not get to an agree- 
ment on price. At the end of the day, they ended up selling it for 
less. You know, they ended up breaking it up and selling it into 
the market, but the price kept dropping and dropping and drop- 
ping. And, of course, nothing good happens when these properties 
sit on the market vacant. So I urge the consideration of a “last 
look” where homeowners and nonprofits have a final opportunity to 
buy before the properties end up in the hands of investors. 

I think another area where we can have success — and I really do 
believe this — we entered into a direct sale of nonperforming mort- 
gages from FHA — it was to help with Sandy recovery. We pur- 
chased 517 mortgages. We paid a premium. The Office of Manage- 
ment and Budget calculated that premium. But, it was worth it for 
us to be able to get control of those assets and be able to repurpose 
them for the community stabilization outcomes we thought impor- 
tant: number one, keeping family in their home, and number two, 
when houses were vacant, to to offer them as affordable housing 
opportunities. 

I would urge that this direct sale approach continue to be devel- 
oped, both at FHA and FHFA, and that they tighten the neighbor- 
hood stabilization outcomes to make sure that these properties do 
end up being used for community stabilization purposes. 

Senator Warren. Well, I want to thank you all for these com- 
ments. They are very helpful. 

You know, I just think it is very important that the First Look 
Program actually work to help keep homeowners in homes and to 
help stabilize communities, not, as you say, a box to be checked off 
before the property gets shipped over to investors. So, thank you. 
It is really important. And, I appreciate all the ideas you have got 
for how it is that this program could be changed to make it more 
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effective for families and more effective for communities. Thank 
you. 

Thank you, Mr. Chairman. 

Chairman Menendez. Thank you. 

One last question. Ms. Goldberg, you know, I guess maybe I 
know this or knew it, but hearing it from you is really bothersome 
to me, and that is the question of the differences on how foreclosed 
homes are treated in different communities. And, if a foreclosed 
property is less well managed in communities that are already fac- 
ing challenges, does that not create a self-fulfilling prophecy that 
it is going to make it harder for it to recover at the end of the day? 

Ms. Goldberg. That is right, and it has a tremendous impact 
not only on the people who lost their homes, obviously, but on all 
the surrounding properties and then on the larger community and 
the resources available to the city to provide the kinds of services 
that are needed. 

You know, it has been estimated that the foreclosure crisis and 
the loss in value of property as a result is going to lead to about 
$2.2 million in wealth drained out of communities across the coun- 
try, and half of that, $1.1 trillion — did I say trillion? I meant tril- 
lion. One-point-one trillion 

Chairman Menendez. Around here, millions, you know, get lost, 
so 

Ms. Goldberg. Yeah 

[Laughter.] 

Ms. Goldberg. One-point-one trillion is expected to be drained 
from communities of color. So, the way these properties are man- 
aged and maintained and marketed is a huge piece of that. And 
making the First Look program work for prospective owner occu- 
pants is important, as well, because one of the things we found in 
our investigation is that certain neighborhoods become targeted by 
the owners of the REOs — whoever those may be, whether that is 
a bank or a GSE or some other investor — they become targeted as 
investor communities and then they put less money into fixing that 
house up and maintaining that house. And, so, then it adds to your 
self-fulfilling prophecy because those homes then become less at- 
tractive to a homeowner who is going to have to put a bundle of 
money into it to make it the kind of house they want to live in. 

And, so, dealing with these problems, creating the kinds of 
standards that we really need for marketing and for maintenance 
of these properties, making sure that the companies that are hired 
to do that work on the ground have the qualifications, making sure 
that the Federal agencies who oversee this whole process take that 
responsibility seriously and conduct that oversight, conduct en- 
forcement where it is needed, that is a big piece of solving the puz- 
zle, as well. 

Chairman Menendez. So, this was your entity’s own investiga- 
tion. 

Ms. Goldberg. That is right. We worked with 17 of our members 
across the country, but, yes. 

Chairman Menendez. Well, and you also said that this was a 
violation of the Fair Housing 

Ms. Goldberg. That is right. So, that gives us another tool for 
addressing the problem. 
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Chairman Menendez. Well, maybe we need an Inspector Gen- 
eral’s report. 

It is unimaginable to me that with challenges already existing in 
communities like this, that there would be added with another 
challenge in which their properties would become less marketable 
at the end of the day as a result of a purposeful neglect, because 
you have to think of it as purposeful at the end of the day. It is 
obviously a judgment by those who own the REOs to treat them in 
a different way. 

Ms. Goldberg. That is right. 

Chairman Menendez. If that is the findings, then we need to act 
upon that. That is very insightful. 

Well, with the thanks of the Committee for all of your insight, 
this record is going to be open for 7 days. I feel that there may be 
questions coming to you, so we would ask you to answer them as 
expeditiously as possible so we can complete the record. 

And, with that, this hearing is adjourned. 

[Whereupon, at 12:28 p.m., the hearing was adjourned.] 

[Prepared statements and responses to written questions sup- 
plied for the record follow:] 
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Introduction 

Senator Menendez and Members of the Subcommittee, thank you for this oppor- 
tunity to speak with you about New Jersey Community Capital’s efforts to advance 
the housing and foreclosure recovery. I am honored that our experience may be of 
value in your consideration of solutions for communities across the Nation that con- 
tinue to struggle with the devastation of the foreclosure crisis. 

My name is Wayne Meyer, and I am the President of New Jersey Community 
Capital, which is the largest nonprofit community development financial institution, 
or CDFI, in the State of New Jersey. I would like to share with you several ap- 
proaches that my organization has been taking to prevent and mitigate foreclosures 
and to stabilize distressed housing markets in New Jersey. But first, I think it is 
important to discuss the challenges facing our State, because while the housing 
market has begun to turn the corner in some places. New Jersey is still very much 
in a housing crisis. 

Challenges 

Ongoing Foreclosures 

As of June 2014, 5.7 percent of homes in New Jersey were in foreclosure and 9.3 
percent more were seriously delinquent. ^ Those are the highest rates in the Nation. 
12.8 percent of mortgaged homes in the State had negative equity — that equals 
240,000 additional homes still threatened by foreclosure and abandonment. ^ More- 
over, foreclosures are actually increasing in New Jersey due to its prolonged fore- 
closure process: in October 2014, foreclosure auctions across the State were 118 per- 
cent higher than in the prior year, the third highest jump in the Nation. ^ 

These numbers reflect dire outcomes, especially in low-income areas: hundreds of 
thousands of families facing the severe negative outcomes of debt and displacement; 
communities facing high vacancies and declining property values and their dire con- 
sequences on public health and safety; and a State facing major budget deficits in 
large part due to the crisis, which affects all of its residents. 

Barriers to Stable Housing 

It is also worth noting the barriers faced by many lower-income families tr 3 ring 
to recover from the crisis and to regain housing stability. First, mortgage credit has 
become increasingly inaccessible: over the last 2 years, almost 98 percent of new 
mortgages have been extended to buyers with credit scores over 640, which is out 
of reach to even most financially stable moderate-income families, and while Fannie 
Mae and Freddie Mac’s new guidelines will relax mortgage credit standards, the im- 
pact of these changes will take time to take effect. ^ In New Jersey, the number of 
available home purchase loans decreased by 55.1 percent from 2001 to 2012, the sec- 
ond largest decline in the country. ® So stable home ownership is less and less of 
an option for recovering families. 

At the same time. New Jersey has the fourth highest rental costs of any State, 
and these costs are rising, ® even as wages for the bottom 50 percent of New Jersey 
wage earners has declined by a dollar per hour in the past year. As a result, many 
more lower-income families are spending over 50 percent of their income on rental 
housing, in turn causing even greater economic and housing insecurity, with im- 
pacts that span generations. This cycle is hurting families across the State today, 
and without effective interventions, they will hurt thousands of additional families 
as foreclosures continue to release debt-ridden households into a high-cost rental 
market with extremely insufficient affordable housing options. 

Solutions 

For New Jersey Community Capital, an equitable and healthy housing market 
has always been and remains a fundamental pillar for stabilizing neighborhoods 


iCoreLogic. National Foreclosure Report, June 2014. 

^CoreLogic. Equity Report, Second Quarter 2014. 

® RealtyTrac. U.S. Foreclosure Market Report, October 2014. 

^ Joe Light, “Mortgage Lenders Set To Relax Standards”, Wall Street Journal, Nov. 28, 2014. 
^Laurie S. Goodman, Jun Zhu, and Taz George, “Where Have All the Loans Gone? The Im- 
pact of Credit Availability on Mortgage Volume”, Journal of Structured Finance 20, No. 2 (2014). 
6 National Low-Income Housing Coalition. Out of Reach 2014, 2014 State Summary. 

Legal Services of New Jersey. Assessing New Jersey’s Progress in Combatting Poverty, Sep- 
tember 2014. 
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and increasing the well-being and economic mobility of lower income families. As 
first and foremost a community development lender, we annually invest millions of 
dollars into the creation and preservation of hundreds of affordable housing units, 
both for sale and rental. In a difficult financial climate, we have diversified funding 
sources and created new medium-term lending products to continue to provide flexi- 
ble capital for this purpose. 

But we know that this is not enough — development capital by itself does not pre- 
vent foreclosures or make mortgage credit more accessible, nor does our lending ac- 
tivity begin to approach the scale necessary to meet New Jersey’s growing unmet 
affordable rental housing needs. So we have taken up the task of innovating addi- 
tional solutions to stabilizing New Jersey’s housing markets. 

Restart 

The first of these solutions is a program we call ReStart. In 2012, we leveraged 
major investments from several financial partners to acquire two “NSO targeted” 
pools of nonperforming mortgages through the FHA’s Distressed Asset Stabilization 
Program, a total of 261 mortgages in the areas of Newark, NJ, and Tampa, FL. A 
year later, we partnered with private investors to directly purchase a pool of 517 
additional nonperforming FHA mortgages in the nine New Jersey counties most im- 
pacted by Superstorm Sandy. Cumulatively, the total unpaid principal balance on 
these mortgages was over $190 million. 

We were the only nonprofit to successfully win bids for multiple DASP mortgage 
pools, and the only thus far to complete a direct purchase from FHA. We are also 
the loss mitigation manager for a private purchaser of DASP pools in both Florida 
and North Carolina. We are using the provision of Hardest Hit Funds from each 
State and our existing mortgage resolution infrastructure to manage and resolve all 
occupied homes under the mortgages in their pools, a total of more than 300 homes 
that will be stabilized. 

Through ReStart, we are striving to produce 100 percent positive outcomes for 
homeowners and properties under the mortgages we acquire or manage. We first 
look to provide principal reductions to the distressed homeowners still occupying the 
homes, preventing their foreclosure and displacement. We are generally able to re- 
duce the mortgages to 100 percent of current market value, with mortgage pay- 
ments at under 35 percent of monthly income. We also provide these homeowners 
with high-touch financial counseling through local HUD-approved agencies, ensur- 
ing that they are stabilized for the long-term. So far, we have provided over 250 
successful principal reductions, totaling over $18 million in forgiven principal, to 
families in need. 

Mortgage modifications are just one component of the ReStart program, and not 
every home is owner-occupied, and not every occupant is in a position to sustain 
ownership. For homeowners who cannot or choose not to pursue a mortgage modi- 
fication, we offer deeds-in-lieu of foreclosure and transitional assistance to help 
them attain new affordable housing. And for units that either were vacant or ten- 
ant-occupied — which account for about 45 percent of the units under mortgages we 
acquired — or become vacant over the course of the program, we are working with 
local community developers and contractors to rehabilitate them into new quality 
affordable housing opportunities. 

CAPC 

Our second major community stabilization innovation is Community Asset Preser- 
vation Corporation, or CAPC, which we incorporated as a real estate affiliate in 
2009. The foreclosure crisis has almost entirely impacted one-to-four-family homes, 
but in the State of New Jersey, there has been a dearth of affordable housing devel- 
opers with the capacity to compete with speculators to acquire these abandoned 
real-estate-owned homes at a scale large enough to begin to reverse trends of neigh- 
borhood decline. 

Over the last 5 years, CAPC has used its capacity and expertise to acquire over 
320 housing units, the vast majority of which have been clusters of single-family 
properties, and it has partnered with local community developers in order to return 
them to productive affordable housing. CAPC has also developed the capacity to 
manage many of these properties as rental housing, which is a critical and other- 
wise unmet function that both ensures the productive occupancy of these units and 
meets the needs of the growing number of low-to-moderate income renters in New 
Jersey. 

CAPC will be serving a critical role in ReStart by acquiring and fostering the re- 
development of a number of the vacant ReStart properties. CAPC has also 
partnered with the City of Newark to serve as the lead redeveloper for 156 vacant 
properties that are primarily clustered in four distressed neighborhoods that the 
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City is targeting for revitalization. CAPC is continuing to work with local partners 
to redevelop and reoccupy these units. It has also begun a series of trainings to help 
local contractors build their capacity to partner on this effort and in other local re- 
developments, and it has committed to providing the majority of the construction 
jobs through this program to local workers. 

Mortgage Bank 

Our next major step is the collaborative expansion of a Credit Union Service Or- 
ganization (CUSO) to provide direct access to stable mortgage credit and credit 
counseling to qualifying prospective low- to moderate-income homebuyers that can- 
not access mortgages in the traditional market. We are currently developing a part- 
nership with a major New Jersey-based credit union to build this platform. 

The CUSO will originate and service CRA-qualifying mortgages for potential low- 
to-moderate income buyers of formerly abandoned properties that we have redevel- 
oped into affordable housing through ReStart or CAPC or have financed through our 
loan products, as well as buyers of other affordable for-sale homes across New Jer- 
sey. Each of these buyers will be required to complete credit counseling through an 
NJCC-approved agency, which NJCC will compensate for services, and therefore the 
buyers will be pre-approved for the available mortgage products. NJCC and its part- 
ners will also provide eligible homebuyers with access to downpayment assistance 
programs and other subsidies. We believe we can launch this critical effort within 
the next year. 

Needs 

Between our flexible lending products and the programs I have outlined for you 
today. New Jersey Community Capital is seeking to foster the comprehensive sta- 
bilization of New Jersey’s distressed families and communities: not only providing 
financing for rental housing, but directly developing and managing it on a large 
scale; not only preserving home ownership, but creating new pathways to it. And 
we believe that these are models that could be replicated in distressed communities 
across the country. 

But for these efforts to operate on the scale necessary to really bring New Jersey 
another step closer to recovering from its persistent foreclosure crisis, they require 
partnerships and resources from Federal and State government and from private fi- 
nancial institutions. Decision makers in each sector can together provide large-scale 
access to distressed mortgages and vacant properties and can make available sub- 
stantial financial resources that will produce both social outcomes and substantial 
direct and indirect returns on investment. Today, I would like to suggest several 
low-cost or no-cost approaches that Federal legislators and agencies could take to 
advance these steps to recovery, in New Jersey and elsewhere. 

Improving Access to Nonperforming Mortgages 

To expand ReStart to more homeowners and more vacant properties, NJCC has 
relied on access to discounted pools of nonperforming FHA mortgages offered 
through DASP program auctions. The DASP program has been a huge and vital re- 
source in our efforts to scale up our foreclosure recovery efforts. The program has 
preserved homes, minimized foreclosures, protected property values, and promoted 
broad-based community stability, and from our perspective, it is one of the last re- 
maining foreclosure recovery programs to preserve and create home ownership for 
low- to moderate-income communities at significant numbers. 

However, this program has become increasingly dominated by profit-driven pri- 
vate investors, which have won bids on 98 percent of DASP loans, including 88 per- 
cent in designated Neighborhood Stabilization Outcomes (NSO) pools. We believe 
that it is critical that FHA refine the DASP auctions to make them more accessible 
to nonprofits and community-based organizations. Thus far, studies of the program 
have shown that nonprofits and community-based organizations have produced far 
more positive outcomes for homeowners and for communities. 

There are several straightforward solutions to this challenge. FHA could complete 
more direct sales of these mortgages to nonprofits, especially in NSO areas, where 
positive neighborhood outcomes such as foreclosure prevention and affordable hous- 
ing creation are of especially high importance. Also, FHA could tighten NSO re- 
quirements by awarding additional points to those committed to social outcomes, or 
it could set aside certain mortgage pools on which socially motivated nonprofits 
would have the first option to bid. Finally, FHA could heighten minimum NSO out- 
comes, such as requiring that a certain portion of vacant properties be redeveloped 
and sold or rented as affordable housing. 
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Continuing Programs To Finance Principal Reductions 

Studies have shown that principal reductions are more effective than almost any 
other foreclosure prevention strategy, especially when paired with counseling. And 
these modifications benefit everyone involved: the homeowners, the neighborhoods, 
the mortgagees, and the local and State governments. But funds that are critical 
for producing affordable principal reductions have been difficult to access, and even 
more so now that Hardest Hit Funds are no longer available. We hope that similar 
funds can be made available for affordable principal reductions in places like New 
Jersey where the foreclosure crisis is still ongoing, including Department of Justice 
Settlement Funds. If more available, these funds could carry a program like ReStart 
to thousands more distressed homeowners. 

An alternative approach would be to incentivize financial institutions to partner 
with nonprofits to directly provide principal reductions to distressed homeowners 
under mortgages they are servicing. We are currently working with one major finan- 
cial institution to directly acquire over 500 mortgages located in communities we 
serve, but this transaction is just one of many that could occur if greater incentives 
were in place. These incentives could take the form of CRA credits or a number of 
other benefits. 

We also believe that similar incentives — CRA credits perhaps being the best ex- 
ample — could spur financial institutions to increase access to stable mortgage credit 
for qualifying low-to-moderate-income families who are truly ready for home owner- 
ship. This could include the purchase of nonperforming mortgages that are modified 
and stabilized through programs like ReStart, as well as mortgages that have been 
seasoned though a program like our developing CUSO and would attain long-term 
success by being transferred into the conventional mortgage market. 

Expanding the CDFI Bond Guarantee Program 

Lastly, while we have used our existing resources and creativity to expand our 
provision of capital for affordable rental housing development, we simply do not 
have sufficient access to long term capital that is truly necessary for large-scale 
rental housing investments. The CDFI Bond Guarantee Program has the potential 
to be a truly momentous program in transforming the ability of CDFIs like ours to 
foster the large-scale creation of affordable rental housing, an especially severe need 
in places like New Jersey. The extension and expansion of this program will be 
transformative for the communities we serve. 

Conclusion 

In conclusion, I would once again like to thank the Members of the Subcommittee 
for their time and attention to this critical issue of saving our neighborhoods from 
the detrimental impact of foreclosures. And I would like to acknowledge Senator 
Menendez’ leadership in helping residents of our at-risk communities across our 
State. I hope this conversation can continue, as I believe that, with the right set 
of policies and programs, we can truly stabilize our distressed communities, to the 
benefit of everyone. 
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that aenuUr reduce hume purchase opponutuua for owner occupants. 


A NATIONAL ECONOMY STILL IN RECOVERY 

1 IcMncowitdship is an important sourer of wealth oration for .\mcncm fatnOks. I (amcowners have always 
cninyed more net worth than tenters; in the rccuvctr ftom the great rccesuon. the utahh of owntfv grew bi* 
$20,90d from 2010 ro 2013 is compared to |uii $300 for rcmcn. The median net worth of a bomcowna in 
2013 wa.vS195.44lO versus $3,400 for renters. I'cdcRd Reserve econumiits have noted the power oft 
mortgage a» a mciuos of fimxd 
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U.S. Net Worth 


• 1998 •NOl •»» ajoar aMIO alQU 





SoMW 8«4«filltet«ni»9urvfv«(ComMnwNfwn(cs 


Ai the same time, howcer, the share of first-time home but era fei) to a 27-ycar luw in 201 3 of 35 percent, 
down fiocn 38 percent to 2012 and i nxeni high of 5i) percent in 20llX As depicted bdow, the dedine m 
homcfM’oenhip betucen 3)04 and 2013 was dupenponionately borne by Afitcan .Wencans and butm aged 
44 and under. j\s bomeottumbip u one of the main vehicles for buildn^ u’calth ova one's lifcomc, the 
dedine m homeownership ttill have a lasting ctTcct on access to educanon, healthcare, and reoremeni for 
these groups. 



Rents hive tnamed stcadih' m recent \tars as a result of tight credit and a bourgeotung renta populiimn, 
and arc cspectcd to nse at annual rates of mughiv 4 percent in each of the coming two years. Rtsiug rents eat 
into sarmgs that could fund a do^n payment, as well as savings for otba life events hke having a hinuly and 
ttuimaii Ihb trend could dnve an expansion of the vi'ealih gap. 
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Seven) facuira uv onjMcODjt tbc market lodir, these uiclude: llie supp))- of credit, the supplj of hrnes, aiui 
cua&umcr demand 

Si-ppn OF CBE DtT snu UCGINC 

The aven^ successfid mun|$agc applicant's PICO tcotv rennuu well above the tmrooc average. Vi'luic the 
Ff lA. Department of Veterans Affairs (\’A), and Rural Housing Service (RHS) aH provide access to loiv 
down payment loam, lenders hare tesitKicd that access to bonowea with h^er credit scam and lower 
Di^t-to-Income ratios (DTIs). 


Average FICO Scores on Denied and Accepted 



UD 
M 
640 
670 
600 
MO 

— — (KtMOotied ^^Convfnimjl — •{ODwenNonitOcnM 

Soircar Amherst Seeuntiai CoralDCtt. EU*e Mae. NAg 


Exhibit 3 

The impact of tight credit u felt e\'co more bv minoan' groups. The denial me of Aison .\mcttem credit 
ipuli&cd burrovktn is more thin double that of whites (sec Exhibit 4 below). ’Die ntir) is neatly the same ibr 
Hupaiucs. 
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RatM of home mortgage denial In 2012 by GSEs 



Btid: Hofm whi» Am* Mftiect 

a«P« KCcwuq; 


Exhibit 4^ 

Hurthcnnott, u-hHc tht rqccoon rates fur aD burroMi'cn were h^her in 2013 compared to 2004. the change m 
rqecaon rates mtr dm penod (at Afiocao .Vmcbcan, I (ispanic Wliite, and other rmnoEitics vTre rlextied 
rdatn't to tton-f (upanie dilutes. 



VChilc lenders hare expressed concern about rr^ulaloty uncettamiy, the final Qualified Mortgage (QN^ and 
Qualified FUsidcniial Mortg^ (QR^O ^ favorable and the CFPB has acted to ameliorate vjrne 
fdcdoQs. Nioteo\'er, N.VR applauds die six financial regulators that finalued the Risk Retenfion rule earlier 
this rear rduch includes a bruad definioon of QRM that aligns with the Qualified Mortgage standard 
implemented carlict this )car. 


‘ tin|t://U^e-<actnaRnkjiqt^20t4/(l6/pic>-Knc-iniDont\'-biifnnKT>/ 
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Rn«VJiTt)RS* uc ciitvfifienr thar the ncM’ QRM ruk uiD cncouni^c <!<xiik1 anJ tinanaalK- pfutknt tmvtgagc 
fiaanooK b]r Ictukiv %'iulc aiio ensunag mponitble bi>mcburci!i hare access to lak and affonlabie credit. 
The smchromziQui of the QRM ntle uith the QM rule will provide knden wuh modi needed daniy wd 
otosistenCT as they apply the new standards to loan appkaoon-s while also ptmidiDg a tamca-oik to bnng 
more aitnpention to the secoodan* mor^pige madtn. 

The new QRM rule h also • healthy siqs towards a more robust stcumiea matiet that will reduce the 
govttnmau's fhoiptint and creates more oppomuuues for private capital to partiapate. Importamhr, the hnal 
nde idicf (4) M>und and reapunsiblc underwnor^ rather dun on an oneznus downparment requrement to 
(|DaiifT as a QRM loan. 

Addmonally. lenders sun’cred have indicated opumism about an expansioa of credit in the Dor-pniDe 
segment and a mudcsi iinpmvetoeni for nib-pnnic bomiwm (Exhibit 6). 


Over the Next 6 Months, What is Your Outlook for Access to Credit 
and Investor Demand for Mortgages 



Mi««/sKoino amwooiricoctM itown 


■mtomUi 

■kno(vi<riiV«(4nnv ■fmpmtwodnWs aNpdun|f •WNhrn'MdrfUr aDovitami 

SMfC«:MR 


Exhibit 6 

Lender coohdence has not been shared by cntry-levd consumers, diougfa. Resorch by the Fcdoal Resem 
indxatcs that borniwen vnth RCO scores bdow 680 expect to be ie|ecied for credit at higher nte^ tn 2014 
uid plan to apply at kmcr nies for credit as a result. The opposite is true for most other grmipf cKcpt 
FICO bonmuers who have had advantageous cnodiaons for several years. The tmpacr of nght credit has 
impacted lower credu borrowers’ willingness to cen applv for credit. 
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Chang* In Future Demand for hlofiQ«OM (May 2013-F*toni«v 2014). 
Dy Applicant Credit Sour* 

■pmmm 



•to 

LM*|ilB*MnrkrM<Meae» O*«0* Mofloao* «epMtwn 

i^*cm Me>r»W>MWw<l***orniii»Tu*aMvy<*C4^»wartJp*iMom 




A&icin .Vatcnou} iod (Ittpanic bommn nuke iq> x (bprupurtionxn; shacr of borrotvm with i'lCOs lt» 
than 65(1. Accoedm^ to ihc 3)13 i'cdeni Reserve analysis oDlNfDA in 20i>6, 36.8 percent of African 
.\nMocao or Black botrowcR had an Espenan credit score of 630 or less, as compared to 373 pcrccu for 
VChiic Hispanic ami 19.1 perc en t for V(l»te, Non-I lispatuc ,\s depicted below, the dismbutiom of oedii 
scores by nee vacy sij^mficaoth'. Furthennorc, the share of nrjcctiottf due to cccdtt score in 1 3 was 
s^Ocaoity ht^ for .V6ican .\mcncaas (30.Q percent) and other niin*miics (27J percent) than ntm- 
Hispanic Wluies (223 pcrceot). 


Distribution of Experian Credit Scores (2006) 



t/Slormote 
a 701-750 
■ &S1-700 

• 601-650 
1551-600 

• 501-550 

• 500 or less 


Exhibit 8 
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Share of Rejections Due to Credit Score, by Race (2013) 

Book 

25j0% 

20X1% 

100 % 
s.aK 
0.(K 






Source: NAR, HMDA 




Exhibit 9 

Accofiiicg to a recent N'.AX turre)-, tou^y 60 percent of lenders bdieve RCO’s btnt atdi; scect modci 
oiled RCO xkill result in the incrosird luxcpunce of mong;tgt appliations. SpedhoiK'. the company’)! 
btcsi vcnion of m soorc «ill no kmger i^-eigh medied (lebl>, >vhidi account for about half of aD unpatd 
collections on cooiumers’ crrdii reports, as bearily as it did in prcx*ious trerariom. Tbeoeatr PICC^ scores 
util ahu ignore any <ivctduc pattoraia that have almd)' been made; previously, the scores Uctored paid and 
trnpaid coUcctiom ci]ualh, though amounts under $100 were ignored. 

RHAIJDRS* ««icnme HCO’s chan^ and believe they 'Mil ultimately make a real difference m the Inxs of 
tniUioas of /VmeoaDs, wfan hav’c been shut out of (be bousmg market or forced tu pay higher mnn^^ 
uUcreat 010 $ because of (li«ed credit scores. Our nimibers dn undentand lhai for consumers to see any 
benefit. hcMTSTf. lenders have (o adopt the new iicormg lechnUjUoi. In the post, mortgage lenders have been 
slower to adopt new' sooies bcause Fannie Mac and l icdtfae Mac sbD used rdder modeLs 10 thcff owu 
undcrmimg iiofm*arr. Ni\R urge* the GSb to expand die me of other crcdic score models such as 
VantageScorc, which rolled out a new scoring model m March 201.$ that adudes all pndcoilectiuns.lhis 
na kIcI also uses udlhy and rental patments. which ace advaongcouH tn potcottal buyers without crinsuiccablc 
credit card baknees 'w car Inao debt, hdpitq; tow mcomc and first tunc buyers achirvt bomcowncship. 
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Will the new FICO 9 scoring model increase accepted 
applications at your firm? 



0 . 0 % 


Source: NAD 


iYes,si{nificantlY 
■Yes, modestly 

u No change as we use an earlier 
FICO orVantageScore model 

■ No change as we defer to our 
Investor's credit scoring model 

U No change as we defer a GSE's or 
agency's credit sconng model 

■ Do not know 


Exhibil 10 


Hot SING Sl.'PPLS «EMA1NS TIGHT 


The months’ mppfr uf homes has been under the neiuni] 6 months' mark for more thin osrt rears, sttestmg 
to the lightness of invcntoncs. Vihiic the luuutul avenge was 5.1 mnndu' tn Oaober 2DM, the supply ot' 
homes in the $2511,0(111 pnee range nr Iras ahere cntrr-levcl btiyen trptcsJly pankapaic aas much lower. 
Irrvcstor demand focused on this pnee point helped to absorb any excess inventory following the recession, 
but itadilionid sellers and builders hare been slow to replenish the supply ss the maihci rtcovacd. 


Months Supply of Homes (October, 2014) 



Source: NAD 


Exhibit 11 
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Suiittc fkmi])' hvusu^ stins uxtt juil 621,000 in 2015 and have only avccif^ betirr in 20)4, «vQ 
bditw the bistonr avmgc oTnorir 1.) milboo per roir. Ibtil anstiucttao stare, mdudiogiu^ tamih and 
muln-fcanuly, were 'J3O.(KI0 n 3M3 and Kavc been nvxkstly h^hcr tn 2014, but :^;un wd) below the histoncil 
avenge of nearh’ li miUioQ per year. 



I'urthcnTKjrc. the sales pnee of orw boiDcs icntatns significaoiK- than those of eatstu^ b<jmcs pgtnttng 
to the bek of afforditie housing in the neu' construction poreon of (he nurket VChik the spread has cased 
livNn a peak of 30 percent of the tncdiaii new home sale price, u reouins significaiitly above its level in the 
cadr 

2[n)s. Some mi^t ugur that the mednn existing sale pnee includes distressed sales, but the spread did not 
dediue in lock-step as the ibstresstd share fell from 34 percent in October of 201 1 to 9 percent m October of 
2014. The spread haa eased m 2ul4. but remains nsorc than twice its pre-crisis level 

VTuhout an increase m construction, the months’ supply of homo could slip bdow 5 months, which c<Atld in 
nim dmx strong price apprecumm. t^ombuicd with on expixtcd inaease in mortage rates, a rapid increase 
m home pnecs could wet^ on anbrdabdicy and snime nascent luar-nnie buyer coo5dcnce. 

Hot SING Df»ian-d Faces HFApy inds 

As the eennonn im{trovod inrer the last two yean, )i>b prmpecL'i for young workers haveas Nearly 1.2 
million more persons brroTtai the ages of 2S and 54 were employed in October 2014 as compared to 
October 2012; this ^ gmi^ nukes up nearlv 6)1 percent of firsi nme homdiuyers according to N AR’s Pnfih 
^HAm Bfxrr md Stht. This nir\’fy also indicates dut the majority of borrowers budd ip their dnvm 
patnicoc withtn the 24 month penod in ath'ance of their putchasc These trends bode wtU for 2015 as fote 
provide the income and coabdeocc (o build up a down patmeiii and make a home purchase. 
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Mmmxt, he«hiiDds (tx (hue ixptnng home bumx rctmii]. Of ihuHC brnm who had tniubic saving 
for a ikm'n payment, ncuiT half of bomcbuvcni uidiatc that student debt deUyed their abditr tti uve, 
Hccurdmg to N.\R’s 2iiI4 Pnfik 9j ifm aiHlStlltn. Research b> ccunomists at the New York Peden) 
Reserve rndkates that srudats m states whov the uvetaf^ smdent is more iicavilv rebut on student debt 
wliilc in school are Significaniiy and substantially mure likdy to move home to parenu ^'hen Imng 
oidepcndcmh , and are significantly and substantuDy less ItkeK' (o move away from parents when living at 
home’'-* Furthctmnit. these same economists found a lot^-tnm pattern of increased residence of voui^ 
Miub «ith parents due to Rsmg student debt burdens. 

Rqiai owner; and potenoal tndc*up buyers hox had thetr own issues whh wfuch to contend. As of the 
Kcrjnd quarter of 2014, 5-3 imibon homeowners stiO owtd more on theu home than it was valued Thn wa> a 
sigmfiaiit improvement of nearly miDKyn hrwer uDderwwtcr boctoweet than in the 4* quarter of 2011 

L'aibnunaiciy, the Kvemy of negative equity is greater for owners in the eniry*ievct price range. Negatire 
equity stynuo the irade^ process, prevcittnqt vnen -level h< onc-s from re-entceng the market, but it also 
coastrams the lupply. \t piKes a]q>rcaaie. these owners will gam the eqmt\’ to trade up. 

Former owners who went thtougb short sales or foreclosures may ik>w have access to fmaocmg through the 
FfL\ or the G'wemment Sponsored Enterprises (GSEs). flowcvcr, Frdenl Reserve cvonumists foundihit 6 
years after going dclinqueoi, the PICG scons for these homeownm bad only tecoveird !)<1 to 95 pcrccoL^ 
Tbese botniwen may hare access to credti, but they' face higher pricing and mamul undciwcting bv the 
Ff L\, GSHs, and Private Mortgage Insurers (PNQs). 'llw higher pnong a^xts thor ability' to comph’ with the 
3 percent cap and 43 percent back-end UTl requirements of the QM rule. 

Nut aU Itomeowners can wan fix pnees to go up; matiy are in dtnircas. Roughly 920.000 hofneowners were 
scfKM&ly drhnquent on ihnt mortgage in the 3^ quarter of 2014 and another 9b0.(XXiwirrc in some stage of 
fureclosuit. If Congress is unable to extend the current tax treatment of morq^ ddM furj^vencss tdief. 
these liouichokh wiU tke an even greater debt kud, further compoutkluig then impaired emht issues and 
reducing the b]iclih<x>d of diet pametpatum m the hatuing market and Hie economy. The potential impact of 
a failatc to extend this providon of current tax law is lUustnted b the sharp drop m the sbrt id* short sales 
m Hie Utter half of 2ll}| 3 that occurred in anuopatum of Hie elinunanon of Hie more favonble treatment of 
mortgage debt fiirgtvcncs^ gnrai Hie long Brorlmcs needed to com|dcte the ibort sale procesa. 

Sumnunzing. WTak cmplwincnt and mcomc giowHi combined with tender overiays on loans financed by Hie 
tS government or Huou^ Fannie Mae or Freddie Mur have cniutrauied access to credii and Hie housing 
reroven’ foe mmoancs, young buym. and knv and moderate earners, b short these groups art siusir^ out 
on the strongest afibtdahility conditions in decade: and Hus pattern may persist gouig brwani 


HIGH GSE GUARANTEE FEES & LOAN LEVEL PRICING AD , IUSTMENTS 

STILL HURTING CONSUMERS 

b addition to natiimal economic (acton, high guatanicc fixs (g'fixc) and loan kre) pricing aih^sttnvnn 
(LU^As) dinged by the GSEs arc nq^nvety impacting Htc housing (teovety. iboe Enterprises buy sii^ 

* W ^/wvw.UUa*cKrw»!tn’/f'ubf/bulikni^2ni J/pdf/Xll2J|yfl>-\.t^ 
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Cmulv iTuirt|a^ from cnori^ia^ compioim, commmitl batib, otdit iiiuotc, jik) (Mb<t (nxnca) 
insdtutums. A key rerenue cutnpunati foe (he C<S1^ is a g-tec ceccn cJ luc guatantenag (be ptvmtsK of 
pnnapt) iind mtertsi un thetr mongage backed secunuo The g*(ec b a s^mliciQt factor tn 
detemuQing probts earned from this cmhi guaEamcc. 'Iht g-fee emm projected aedit losses teom boemwer 
defsuln m'cr the life of the loins, sdmiiuf teanre cosis. and a return on capital F! IFA^ announcement on 
Dccnsber 9, 2U1 3. «ill restdt in g-(ecs tbat are more than double the Icvd of fees tn 20U7. 

In hbich 2UW. the GSEs implcroenred tuo nnv fees. Ihe tint \as an upbroot adrerte market fa of 25 basts 
pouns tbsi tnu intended tn pn>iect apamsr the hc^iencd oedir nsk posed by deienunimg housing nurkci 
conditions. At the Qme, the advene market fee cejoivalent to an ongoing guarantee fee of approsmatch^ 
free ba»t» pomiv. Hie second neu' fee ktan level pricing adjustments (IXPAa), ivhich are addioana) tecs 
based on loathti^-value (LTN*) ncios, ccodii scores, and other nsk factors. Both of these charges, hkc the g-fec, 
are passed onto boenweta, rtptcally tn the fotm of higher moft|i;age tales, since bomiu'ers often use available 
cash to auimbute lotvard domm payment ratlier than towards additsuoal fees 

In aiidition b> the LLPAs, oogmng g'feea are indiided m die uuereai rate tiiaigcd to the bormwee. while 
bom>wcn mdi LTVa higher than 80 percent nvill oftai cf minbutc hundreds of doUan a month tmard 
mortgage immonce premiums dial protect the GSEs for hisses well beyond ihiL As an example, Exhibit 13 
shows the additional fees hoonwcis at dtlYercm down payment levels arc teeputed to pay to the GSLs. 


UPAS and AMDC Paid Upfront on $200m Home 
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Exhibit 13 

.Sccnrdingly, a bommis with i down payment siigbdy under Id percent sidl pay for crcdir protection to die 
G5Es m the f^^ of $2J13 in upfront fees (if they arc able to) iud <>ng<ang monthly guanntix and credit 
insunocc costs that represent 18.9 percent of thetr monthly niurtg^c payment as shown m Eahibn 14. To 
provide context, the bnnmwtr m this example b fMytng tor nuvtg:^ wsunmee comi^ up to 30 percent in 
losses which exceeds tbi* charter requirement fur 2l) percent pcutecuun, based on the purchase puce t>r the 
appnused value of the house 
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G'fee and LLPA Contribution to Monthy Payment 


iw, 

9SK 

9CK 

S5^ 

m 

7SH 

TOlk 


&200.000ho(ne putchm It 4% 







iai 



1 

S5G 

- - 

:5» 









IPMI 

Q&Fee 

ProQOfcd 




ITV9001-95XI0H and UV 85.01-90X10% and 
FIC0700- 719 nCO660-679 


Setfrct:fNMA,NM 


Exhibit 14 

On Drcembcc 13, 2013. » pan vf a malnb uf g-fevt, HTIPA nubalcd that, tt n» ditcctHin, PreJihc 

Mac ind Pannie Mat mplemcntod oeu' cosung mrxkl^ m 2III2 dut laulicd in iizcable incrtaus m the 
GSEs' cstmuto (if the cost of guaranteeing sio^c-ramiljr imx^grs. 'rhou^ these changes don't reflect thc- 
fcduccd credit leases the GS£$ cxpcdcxiccd througluxit 2013, PI IPA indiuted that tt bdicYcd that the 
oiimitcs mure fully reflected the credit nsk pused 1^ the lottns. thus substantuung continued mae»»cs to g- 
fees. It should be DOied, that die nnw rtpon indicatccl that the GSHs were guaranteeing a iubstantiiUv kmrr 
amount of "htgh'Rsk" loans and that over 87 percent of loans r>r^Mted from borrowers viitb credit 
seem greater than or npal to 720, ccMitradicting the idea that the cstunated increase in costs were based on 
nsk. rather than piescnpdve pobcy misuurcs to trv to make h^h pm'ite market cates appear competim'r. 

Another flaxi’ with the GSHi' models u that ihn* do not take into account the new regulatocy munen'ock 
under the Consumer Fuundal Protection Bureau's AluktV'to- Repay rule that prereni) the hi^iot risk kxins 
from being ot^maied In addioruvthe cost mc<dcls also don’t faaor improrements >n mortg^ seretaog 
which will reduce losses should bocrowrcia fall behind on paymcnis. instead, both of the GSEs are attemptmg 
to achicYc a s^ficant taq^ rate of return to guanatee mor^ages • well over and above pioneered lossci 
NWK’s ifltcrpreuuon of this dcosiuii is that these fees are cxccssret and fbmng uxpattfs to (MV substanbaily 
higher rates for their morses than the actual ask that they pose. As PKFA notes in its Request foe Input, 
the GSHi’ renim on capital is postOi'c ni all borrowtr loan-tO'ralur and credit scon; nsk backets, and the 
''cost'* expressed s not actually a cost. It mcrch' reflects a profit that ts less than the targeted rate. 

CooDmicd increasca in g-tres and upfront borrower costs will extend a trend of reduced access to morqn^e 
credit, which ie counter to a pnncpal dun of the PI IPA Director under the llouimg and Homonuc 
Recover^ Act uf 2(108 (}{ER.\). Continuing lo incccase the fee will mean that Lugei numbers uf com umrrs, 
many of them first time bomebuyets, will be tinneed tn pay substanuallv hi^^er mortgage rates, or be lefi with 
bmiied housing finance options. N<\R believes bonciwtn wbn arc either purchasing a home oc refinancing 
their czKtn^ mortgage usu^ convcntianal fioxnang are bdog chargtxl excessive fees due to policy guth that 
gu bet ond protecting uxparers from GSE kisses. 
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N,\R a cspccutiv conatncd Mith the ilvpuaic unpact the changcf> wiD ha^T ou first tone hnmcbitycn and 
other tnditwnaih undcncn ed boatitt’m. Thtsc tarailin arc more liMr to bear the bmni of these fees 
hTQcaUy due (r» cmiu hfitoiies that do not reflect pavmcnts iimvil Kouuog expense* and ttnallcr Johh 
pinnentr than nude by other bono«’m. 

M U‘.\ scema to bdtcrc that by taatng costs (or loans purchased or ipntaattcd by tbc OSEa, they an lure 
pnvate icetor captui back to the mottga^ irNfiet. However, we believe ibts poltcy doo not aemmr for the 
areisKm to, and lack of ttuai in, issuen of pnvate mongage backed securities that manv tnrotors soil harbor 
since sufienng treinenduus kuses donng the recent Ituusmg ensis. This lack of trust tennins and u hard to 
(punoh'. When isacasing tea, the GSEs must include petformiuicc iQcasnrcs to ensure they arc meeting the 
goal of incrcauii^ prhiitc sector panicipatKjR. In addiOLii, the Agency should tamne other htaocs that are 
bolding back tbc pav'ate market m coniuneutm uitb the Treasury DcparoDcni. Ihc NatM«al .Vssoaaboo of 
REU.IGRS* beheves that future data will show that the effect of nuung fees will sanply be memsed costs 
to home buying taxpayers who can afford to beconac lioincowners. and that the true effkt will be reduecnon 
of more mortgt^ loans (o BIN witbnui a robusi pnvate sector return. 

Ihoti^ inxur have commented that pnut to the 2008 financul oiiu the (ISfis underesttmiicd ptofcctrd 
losses. FI If' A*s annuuncenient of Deoembet V, 2(U3 will result m more than a duuUing of the guarantee fee 
since 2U(iT. This is a result of ctedii mk models that don't fktor rcgulactiiT chai^ made after the financial 
cosis such ai the Abjbiy'to-Repay rule and unproveroenis in mortgage senionj* standards. Ihew rules 
rcsoct manv of the loans and practices that «nc responsible for tbc substantia] lo^cs tbc GS£s cspcocna’d. 

'fbe excesaxtaas of these continued fee uiaease will hami the tutioti's homing recoi'err. I%st nme 
homebuvens lod other inuiiOonally underserved borrouTCi are more Hkely to make smaller downpayments 
have been duptopomoiuldy afiected by the upfront Id j’.S fees. Given the need to encourage borrowers to 
return to (be housing markci. uiuiccessaiily incrctsingbijrruwtng costs for this class of humebuyen b 
irrespoQublc bousu^ ^ impacts bocmu'crs who are casconal to our bousing recovery. . 


EXCESSIVE FHA PREMIUMS NEGATIVELY IMPACTING HOUSING MARKET 

.\long vhh excesme fees charged by the GSlia. current FI t\ mortg^ insurance premiums have made it 
more ifilftcuit Ux many .^mmeans m achieve the dream of homeownershtp. In 31)14, FI lA fees make up 
nofh' 25 pcrcctii of a monthh mortgage payment On a |1 loon at 4.5 percent interest, the mnr^c 
payment o 1.3 percent higher Uiday than it w<as m 30011 (See Exhibit 13). 
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Exhibit 15 

Nov riiki the jS{M] I'und u on a patli lo rccorm, NM hai atrodgly urged PI L\ to lowrr dte annual 
mortgage msuance proniums and rbmmatc the rc<{uutincnt that mortgage uuutaocc r for the lifr of the 
loM ThcM changes vill alow the rate of prepnt-meats that are having a negpitivc effect on the fund. 
Accmdmg to HDD's dan, hiO payoffs, uith no subsequent refinance with f'HV, u’ere K1 percem of i'H\^ 
preparmenta.^ In 2012, oab 50 percent of PTU prcpaimcnts were full payoffs. Prepayments tn F\' 2013 weir 
at their h^est levd smet the end of P\ 2(K4 

'fhe NINfl Fund is cunenth- apitalircd at $4.8 billion. In |uat two reatx, the fund has gamed $21 bilboa lbs 
15 remarkable progress conskknng in F\’ 2ftl2, Pi !A had to take a draw on the Treasury due to s^fkant 
Iodises cxpcn'enced u a result of the housing collapse for the first time in its 8f > year histofTr Die hnustog 
oisis was the uYini in our moon's histor}' since the Crat Dcptessiou. Pf L\ took losses, bcausc domg so 
helped keep our einnomy afloat dunng ihu anas. FI l.\ prev'cnteil an even greater economic collapse by 
contmuing to lend murtgage money, stabilrnng housing prices, and keep housing nurlets flowing. Mark 
Zandi uf Moody's has itponed *1] Fif lA kndii^ fud cgkndtJt^prmUt dit kma^ 

marka rmUlim •ntfrml iJur^ the emaui^ wiikk'* Moody's has estiinated that without PTL\. bousing, pciai 
wDukl hire dropped an addthonal 25 percent, and Amcncan families would hive lost mote than $3 tnUion of 
home wealth- 

Now that the FIL^ fund ts healthy, PHA is trying to rebuild its emergency' resetN'es as quickly as posable. 
N.\K nqipocTs this effort, but rebuilding capital reserm takes time. P>L\’s undctwimDg is stronger than 
et et. I [^ler risk borrowers are required to make significant dowapaymenis, and some es en must go ihrou^ 
.streniMMis manual underwciiing proccucs. FI L\'s average borr<jwet today has a credit score of more thin 
68d. Tlicasmgc borrower rqeacd form FI lA mortg-,^ lias a credit scon* of 661. Despite these smaig 
borrower citanctenstics. FI L\ is charging bonnwcis bs luncaSy high rates and requmng ibcfn lo pay 
mortgage maunnee foe the life of the kan, with no oppommiiy to cancel other than to rcfinAnce mto • non- 

t li !i DcptrtnKAi of I liMn^ «ul I'ltuA l>Mclnpmeni (I ll<l)y nf Rifk \UiUKcmau mA lUgulitiiiT .Mlm, ( Hfiu ui 

t .nliBODa. RrpQrtmfi led Dmnoo, FiiA IMmim fOpwr, December M13 

'/aD4MjHuttem)V)lK»(<jKkdltijuw^ I'ncPali.Tllrl'jia^iMiW.ScptaBlxt Sl.iDtZ 


Testimony of the National Association of REALTORS* 


Page IS 


43 


FiL\ ptnJucL N4\R brbcYc» tbs it simp)}- ibcDihucImu^ the trpia) RIA burimm, audprrventiDg n 
»ig;mtiau)( pomnn of (fualiticd bomKccn hsxn buying a home. 

1q 2014, the mortg^ mtunsce pimmm of U3 percent is HO botu pouts higher chan the rate nf 0.SS 
percent in 2l)10. The Hu xliiitiunal hiuu pouts pualicd an esumatrd 1.45 nuUiun to 1.65 mitbem renters over a 
austunabk drbr-to-inoumc Iwd for purdiatc of a home u 2(<1.5 (see Uxhibt t6). Of these impacted rauers. 
ta many ts }25.iNi0 lo 375.001) wookl hare purcbaMii i home in 20(3 had they not been pneed out ot die 
madeet 


Premium Rates and the Impact on Renters 

Year 

MiP 

CliangetnMiP 
from 2010 

Renters impaaed 

11W2010- 4/17/2011 

90 

35 

550,000 to 750X00 

4/18/2011 -4/B/2012 

115 

60 

1.000000 to 1450,000 

4/9/30U-6/10/M12 

125 

70 

1,200.000 to 1.400, DOO 

VlV2at2-V31/20t3 

125 

70 

I.2SOOOO to 1.450,000 

4/1/20U- present 

135 

W 

1,450000 to 1.650.000 


Exhibit 16* 

Mmy of the potential home buicts who ate priced uoi of PIL\ cannot mx^ntc lu private mortage msurance 
(PKO;. Phil prmtiunu are cutrentlv tl pcrccni annuaUv for a borrower with i drAenpannetu benroen 3 
percent and 5 pe r ce n t and a FICO score of 72U or higiicr^. The rate clscs to I Jl percent tf the FKX) b 
berviYcn 680 and 719, and 148 percent if die RCO a between (t20 and 679; private mortgage msunocc in 
not avadaUc for lunns wicli FICCH below 62ll Combined with the hi^r funding cost of lou^i 2S bans 
poinu for a GSL ctecution, only bocrowen with the highest credit scores andd afford to nugotc to CSE 
imanang (eg. 1.31 percent -f 11.25 percent = 1.56 percent, 21 basis pants bigher for conventinnal than 
1-Y L\). Likmse, br a downpayment between 3 and 10 percent with a H(^0 bdow 680, the aist of 
PNfl ta 1 1 5 percent. stiD more expensive than PH \ when the 23 basts point differenct in funding costs i» 
ududed. 

Many first-nine home buttn, wbo arc priced out ot El 13 and utubk- to m^tc to pnratc mortgage 
iruuiance. are Hkdy to be under the age of 44. Since 201)8. ucume growth ha< been slowest among 
MiUenniik ages 33 and youi^ct, and Geoentxm Xots, ages 3444 (see Exbbii 17). Of thee yout^^ bums, 
oi er 40 percent are muiontK.<w If must of the people buying homes m the next two decades are now under 
the age of 44, then more than one in four homeborers wdi be f lispanic or .VsiarL*^ 


* VtR. t>n«A and (tcnwirtb Dm 
' GnwKith fmarul dm ne I'M) 

"llKiIlUfipnK I'KC of tmenn (201 >. Augus) CktudStifMim RttncvcO lp>in 

Iwfp7/«wv (nkuro(ft'«c»/(iefnhy 6k&/|^(4iil>pcnfKcnm 201 1 -(lit I 'S'ClcinoviplMc^^ 
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Annualized Income growth: 
2008 to 2012 

n 
2 % 
i% 

\% 

It 


It 
i% 

ISIOM 2 SleM nt044 ISIoM S&lfiM 6&I»M 

Source: Cmul 



Exhibii 17 

PFLV bis pixytd ui unpomni role in hdping fint-limc uk! mmnntr borrotns become homecm-necsi. in 
2014. bl penxQt of lU i'HA lows mnt to iust-umc homebuyers.*' Moccorcr. neuiy hxlf of Afoew 
Ameocan find Hispanic families wbo purchased a home, dnl so mth FH.\ mortage iosunuice (see Exhibit 
18). Providing access to credii for these bomebuven is a chbeat means of buildmg wealth. A recent rocaich 
juper by the joint Center for Housu^ Studies at I iarrard concludes that ev'cn aiftT the decline tn bousing 
poecs and the mezease of ibredosuxes beginning in 2007, bomcownersbip contmucs to be a s^piificant 
source of houschrJd wealth, pardculadr for lots’cr-mcnnK and minoruy households.'* Ihr study notes that, 

'Vjjbrfi At mf for a t/ani funmat kid ft a iarge jump « mstbh ikd b Ihen further juffmted k} id kart modal 
und me po) dt»» ^ pnartpal arrr tme. Krr/smr majhaKlht upfmrtMMrt) h aant mi^ ami iartit 
lim ia hi^ epfa/nmiftn htd Ui rtmg iMMtko tud midimsmkr wfjttg thm^ m thtt 

ifporturnff. . ^ ibme who made a feled tmiartMi from tmnui^ hi nrtAj^ an m mrv ^ ^maewh ikm thm tdm 
rmamd rtnlen amr ikt mhok fieffoiL'^' 


>1 M>iusaj>inll'-<h«i Dmirpmem. A»iriuI KrpwiiQi.iuQTeiA Krpipbii^ilir Kiawalteiiwai^l'llA Uimal 
ImuiaoR rood, F'oea) \ or 3 tll 4 , Ntivctnbcr | 7 , 3 (lla 

lldbcit, IXund .NI(Uic,<dJ R( 0 >>.SBiKliiv.<XI{iy«ii< ”U I rwiHawntuMp Sti la l-'fletcvc StouMt HuUnf^'Xabh 
Ua liW«icii«M Md MkKinrv I itMtehiiik' (Wnil Kver’^.'^V, liHni (!enitt fix lluAn|; iMUihn. HaniiU I hwtmn,. September 
2011- 
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20l3UwlalSaaniaitt 




(8MraantaiaaAddioiOO% 


RaoaorEimotii 

NunbaretLoan 

CowenMial 

FHA 

FSiUMS* 

VA 

ANBorrwm 

2.rMi37 

629 

234 

4J 

9.0 

Amartcan mhan or Atosaa 
Native 

»282 

17.6 

345 

59 

121 

Asian or HaMMao^aedK 
IfteoMr 

tS8.741 

624 

13.7 

0.8 

21 

Btadi or Mrcan Amsican 

130,534 

32,4 

463 

45 

19.6 

HwamcwlJiiio 

220.070 

39.7 

479 

4.6 

7.7 

wriia 

1.049.002 

6S.4 

204 

M 

87 

mOaaotet 

200,946 

D9S 

166 

16 

mo 

JonP 

79.782 

599 

221 

27 

154 


Exbif?H Ig'* 

The 2DI4 FHA Acmuol tepoft believes FliA achieve a 4.3 pertcnl apttal reseive^niote ihao double the 
rojuterd levd) ni just 4 jtin. Bui at who] cost? I^L\'9 musirtn is to prmidc in<^r^;age aoecss to the 
undeneeved. increasln^ the oneigcncy teserves at iho nte, is limiting muco^ access to hundreds of 
thuusands of (jualiBcd families. PI I A ts hcaltbj, and stcoogly capilabacd. We strui^r uqp; FfiA ro lower 
pianmm.s and mumc its of pmvidir^ safe, affordable mor^c fmanemg uj sjualibcd AmuicaD 

Uinilics thbo want md incn’c their piece of the Ancncao dmm. . 


CONDO RESTRICTIONS 




IG HOMEOWNERSHff OPPOBTUNITIES 


ITL\ andibeOSEs lunt significant testnenons on the purchase of condotnmtunis. llwa^et. condomiaiums 
oflco feprevent die most afTurdablc •options for first- nmc himubto'cts. NAR support} devdopiog poltncs 
that wiD pvt cuireni hcimeota’nen. and potentu) bui’en of cntidm access to more fleobb and iffordabk 
finannng opportumon and a uadcr choice of apprm'cd condo drvelopmeniB. Spcdbcallr, we hav’C four atexs 
ofctxKcni. 


1 ■ Oancr oemptney - The OSEs do not place limits on the ownetn ccupancy of i condomuuuro 
pmiect if the borrower u bm-mg it as a primani- rcsKlencc. FI lA retpurcs that a cundommium 
propert) be at kaat 30 percent owner occupied. }TL\*i ratio gnauty linuts the number of 
coodominium buildings avadable to crohi-wYnby hotrowces. This pohey is also self-fulTiQuig. If a 
buildiog has las than the 3u percent owner-occupancy ado, seOers of units have fewer buy ers who 
air digihle, kading ibon to rent nut their unit rather than ecH. 11115 nukes it difficult (ot many 
buihht^ to adiievr the 50 pciccni ivquiicmcni NAR stroi^lv urges M L\ to ehminatc this 
requirement to open up more prr^pertics for RfA d^c buyeiv 

2. Profeci Apptmal Pmecfia - Hmh n{.\ and the GS£» rcqiutr the entire cmidonunuim pnifcct to be 
approved pnor to a buyer purchasing a unit The GSEa allow lenders to approve a project, but they 


'* I loua&jt ml Udwu Uevdopmenu Anoai) Ihyon tu (.oogrn* lUffinlaig the liaancul Sani» iif tbe H lA .Muoaf Monjngc 
InniniKC hund. cv 291 4, Ninember P, 3914. 
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(in nut publuh the ippruved lut, making it diflicuti Utt pruxpeenve purdiism to bum’ if a limUing 
IS appnmcd rf LV, m the other hand, docs publish a list of apptnvxd properties, but its cemhotion 
rtcpurcmenis to obtain ipptm'ai are much more chailct^^. The process is costly and tunc- 
cofisuming, and difHcuh for the often volunteer boards of coadotnmium buildii^. Only about lit 
percent of all condoniRitum properties nanonuide luve FI L\ :q)provaL'^ NAR airongh- urges f*FL\ 
to reduce the burdens associated with project cemficatiuo. NAR abo reonnmends that the spot loan 
approval prrKcss be reiflstated to allow purchases in some buildtt^ that do ruK have FH A 
cerafiatioQ. 

3. Delinquent Docs > FoQuwing the housing ensis, a number of cofldomtnitun and homeowner 
ftKocuQOQs heve unus that are bchunl in ppNnig their dues. Keith FHA and the OSHs resina 
ipprw’al of properties where more tbiin IS percent of the units iiait dclmqusit durs. MiliHe N.\R 
appreaates the need ro make suur properties are ptrqieHy capttalned wtli appropriate reserves: due» 
parmeni should not be a sole dctcnmnani. Sotne associations mat have cumpensaied foe 
deknquenaet by bmldmg reserves or taking other steps to ensure that deiinquenacs are not 
impacuag their iinwcial stability. This requirement should NOT be a detemuiiing factor, but instead 
be a pan of an overaQ renew of a property’s hnaoccs. 

4. Coauserctal Space > Mulli-use properties and new “town center” devdopmenti are very populai, 
and lauded by HUD as creating benefits for commmuties in provuiir^ easy access to amemues and 
tnnspcrtiQoa Yet, condommuitn issoaaoons (viih cotmncicuil space arc lesinctcd hora approval 
bv b*ith tbc GSfcs lujd FliV The GSEs limit commercial spaa to 20 percent, but provide u-aivers. 
PRYs limit is 25 perccut, ako with allowable wuvm. Ilic current policy hmders efforts ro build 
nqghborfuxxls that have a mix of rcndennal housing and husmessea with access to public tnitsii. 
The Assocniion uigcs FllA and the GSEs to lift these rvstnenom. 

There uc iddinonal coocems related to amdo rules iodudmg inmeor owoership, coocenuanoa hnuts, and 
pre-sale requirements that ihio should br changed. REALTORS'^ were pleaKd to icc a recent notice by 
Fannie Mac, kxisening some resRicliuns. V('c look forNvanl to the pubbshtog of FI LA's (qiamung condo role 
and are hopeful that it will loo<^ nnav of the currrui restncaons. 

Ccindominniin umt mortgs^ ate ammig the suoiigcst peefoontng ni the R1j\ poctfofaov .Vcconling to RIA 
data from 3M4, tbc combined seaous delmquenq and dum^ rale fur new andununium ptoiectsu U.96 
percent and (i.76 percent for existing projeco-*'' Cimdnmirauni.s ate often the most affordable oputvi for firsi 
tune hofoehuven. or older bomcownets uho wuh to downside. We strong beheve that qualiBed 
bomebm'm ^vwld not be preiTnted from thk option, stmpk doe to mortgage icstoctum.*^ . 


HOUSING roUClES ADD TO LENDING CONCERNS 

I.<ndeis remam wtiy of mortgage markeb. and conunuc in onh' prmide access to those with pnsone credit 
and ibwlcsa work htsiocy. Just bat month, fi>m]ec {’(Hlctal Reserve Chairman Betoankc diadoacd that he bad 


niA ypfwovtU (!unliin>toBa) Uqt. Rcmnnl |ulv 21, 20U. fnan 11 lA Ko«tf b« alvt^ 

'^Senow* ndifl4pi(TU/(fom (lompamw. Rctncml Drambet 1, 9114, fTnmX<fhbieh<»Kl Vkiteti. f jW Svkbti 
hnpK/’/nimkfld.itm'/itnv'/rahtk^ 
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been denied ibc oppcimmitr to itCinancr hv koine ‘Hve avenge xa«e on cnm'cntiuiul purckasr 
xnurtg:^ fell dighdr lo nxent monihi. hum 761 to 7>4 « still at hutonciUy levels. Hua paroallr 
rc^ect^ the increased uiUtogncss of pdeart mortjpijfc loaurm to back h 4 {k KlOO. hi^ LTV n>tng«K^ The 
average accepted PICO oa FR\ purchase ptoducaon ha.< t^eo slig^dv as utU, while the avenge FICO for a 
rqccted loan in both spaces has increased. This pattern suggests a shift in pro^tMm irum the FflA to the 
GSEs. but nui an expannon of (he ools box. Specifically, the avenge PICO scofo fi^r accepted ipphoaons 
of both cnnventioful and PH\ prodsMTUon remain rougitty 30 tf' pfiutb highet than n 2fi01,a pesrid 

pmlaung the loosening of underjmnng standards. 

VChde the credit box remains mv tight. N.\R is cncoun^cd by the actions of HiFA m the am of 
represeotanon and vairano as wdl as for thetr work on guidelmes fnr the GSE» to resume ihetr l(>t^aadmg 
practice of purchumg mortg;^ with downparnients of 3 pcrceoL PIU has dao hegaa to look at compart 
tanos, which should he^ expand access. I'tnaDy, we urge Congnais lo pass legtsUnon fixing the 3 poceni cap 
uo fees, so that amsumers have more upturns for financu^. 

A Better Representation & Wabranties Framework 

Since the fioancia] ensis. lenders have also expressed concern about representations and warraDiies, which 
provide the necessary assurances which permit the GSEa to puidusc kwns lo an rlficienr and responsible 
manner without cbcclong each loan uulividuaDy or licing at each chumg. They also provide f imnic Mar and 
F'rtddic Mac with rcmcdio to addrm oxcumstanccs where Icnden do not meet the purchase 

guidchon. 

It is clear that the Reptesennoon and Warranty Fnmcvvutk (Fnmework) dkl not pmvidc enough datity to 
empower Icndm to understand wTicn the GSHs winild cxcrose their remedy to m^uirc repurchase of a loia 
This his cunndiuied to tenden unposuHt ovdit overlays that drive lending curts and also restrict Icnduig 
to borrottvn wuh Iss than perfect credii scores. 

The new F7il‘.\ fiamrw^nk will proviilr cfauity cm specific lafc-uMum exchwons from repurchaie 
rdicf. Lifc>uf-r.o«n excKisions arc mtended to protect (be GSE$ from instances of fhud or •siher sj^nifiant 
noncompliancc, and as • resoli, (hey allow the (^Es to lecjuire Icnden to repurchase loans at any point 
dunng the term of the loan 'fhe bankit^ irKiiistry has conveyed that the current 1 ifcKif-Ixiin cxehisums are 
opcn«endrd and make it duBengmg for a lender to predict when, oriC Fannie Mae or Freddie Mac will apply 
one <»f them. 

Moreover, by spcdfioily definiiif> the I ife-of-hian cxdiBioiu, lenders will know what they are and when 
they apply to loam that have otherwise obtained repurchase relief. Abo, for foms that have alrradr earned 
repurchase relief, FHF>\ pirns m danh’ that only I jfe-nf-Loan exclusions can ti^gcr i repurchue under the 
Framewotk. whidi RL\LTDRS* bdtrve wiD nxlucc confonon and nab to leaders. Fmalh*. under die new 
Framewnck. the GSEs will retain their ibliiy to conduct i{ualin' cnninil rcviewx at any time, which u es.scntta] 
to their ungoo^ safetv and soundness. 


RewouncWPehceot LTV LoawsaPqsitive Step 

Ia dddinoD to FHhA's pba to unprot-e Kpnrsoiutiout and wiunntica, \.\R tuppona du .Afpaic.'i wod to 
allow the GSEa to irsunu: thnr longslanduij; pracucc of puichanng 9T percent l.T\' mongifta. Vtlioi 
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cuupkd with high i(uxlin' irodrrk’oimg, these ioAm hxvt i hisuin* of performing wtH Nlongsgo uith higli 
(pulity urukrwTincg uul bw dcnv*npanncnt!- prmidc iin iQiportut opooo ibr nuny cteditwortby bonmrtn, 
opcatdl) fint-omc bomebuyers. who wdl have access (o afbnhblc hocneownenhg* in a sensible and 
respOQ&iUe maoQcr. 

While this acoou iluin; xnth unpmvcmcnis tn ceptesenraDotu and wamnnes wili hc^ impnirc the lending 
cnnriNtmenu NAR beheve& that lenders must do (heir p«l end ensure loam are prutkndv 
undeninneii Addiuooally, it is in^ieratnt these buancul tmunioom unprm'e the qualiry of their 
underranog uu! bh pmtnoble nnsnkes dunng Hus pmcess, which ultsnaiely has hon potencul borrowers 
and taapa)m 

Fuitfaermocv. NAR bekeves Conjjyess ami the AdmuustnnnD can hdp to iunher imprmt cuneot credit 
conditxms b addressing the 3 percent cap on fees and pouict. 

3 PMCEM Cap on points &_E ee$ needs to be Fixed 

In June3tl4, the Itouse of Rqirerntauvrs passed liR. 3211, '^rhe Mongage Choice Act’*. It was passed 
again as pan of a brordcr package (f LK. 5461) m Sqimmbcr, 2014. f I.R. 32! I and m Senate companion. S. 
15T7. art bgnrtisan compnimises that reduce dBcrimination aggtnst mor^^age Bnm with afftliatcs in the 
cHculauoa of fees and pocots in the Dodd-Ptank Abilin* to Repa\ /Qualified (t^NO rule. The QM 

rule sett the standard for mortgages by prmiding significant compliance cenatniv to QM Ittam that do nor 
have nsky features atid meet certain lequircmcnh. A key requircnient a that pouio and fees for a QM may 
not eaccnl 3 pcrcni? of the loan amixmt The inherent tiisanrunaurm of this nik antes from the fact that 
under cunenr law and rules, what consumies a *‘fee'' or a ‘'puinr'* vaacs greatly dqurudiag upon who U 
makuig the loan and what arrangements arc made by comumers to ofatam dostr^ services. M t result of 
these definitions, manr loan • >ngtnaiorh affiliated with other sctllcmcnt service pmideo ace not be able to 
make QM lotus to a stgndiciiu segroem of otherwise qualified borrowers. 

'Ibc discrunioatioo m the caloilabim of fees and pomts la bung felt bv crjnsumtTs who are scor^ reduced 
chmccs and added obstacles tn ihctr ttansactions. A Spnr^ 2dI4 N/VR survey of affihalcd mortgage lenders 
rrrealed almost half cxpcnoiccd problems due to the 3 percent cap and m almost half those bstances. 
consumer alhrr were not able to complete the tnnsaction or not able to conqiletc the tranucuon \iiih thor 
preferred scitlement services procidcr. Where service were outsourced and charge known to the lender, 
nearly half i^f loans (4.18) reported foes as compared to (he same (123) or unknown (4.3il). 

Now that the I {{x»e has passed HR. 321 1, we believe it u now nine for the Senate to act dunng the hme 
duck scssioa and pa.vs S. 1377, which has the support ofacvcial notable sponsors mdudug; Soiaton 
6bnchin (U-WA*), Johanns (R-NH). Ixmii (D-Mf), Kirk (R-IL), Smbenow (D-MI), Toomey (R PAl. 
Klnbudnr fD-MN), Portman (R-OH) and Isaksno (R*G^\}. 


FHA CCMPABE Ratios ARE aGqqd Start 

Lender orethn's are a Mgnificaut issue for borroMTCs attempmig to use the PH\ program. One reason for 
lender ov’erbys is that FR\ rmcm and audits all lenders under the same protocol. This means char Icndcrv 
who take the time and effort to carefully underwrite bom>wers and approve wnh lower credit scorci air 
iicAied the same as those lendcfs who only lend to those with a credit souc over 7(l0. 
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NAR i; piflud (hit i1 L\ n bt^unning to rcMcw aimpw noon for Icndrn, hut ri»nk5 iher an do mwi'. 
l*f L\ cuRcnth ctiropitfa i lendcr'ii oriy tcnoioly dcku^ucnt (StX^ pofnnnancc fur stnglr ttmtly loiot m a 
)(coi^phK im to other murtg^^o in (he sunt area. KiiA'i ritv^ (nopusal will add a rupplemcntal aiuty xi^ 
that will an« lender perfonmocc bued on the leodcr';. oauoml deiauli rate within duet credit bands 
(beto«' 640, 64(1 o 680 and above 66(^ and compare h lo an Fi lA neget rate of U percent. If a leodcr'> 

SDQ rate is less than 125 percent of the target ntc, FI L\ has indicated that "thu may be a conskicntion to 
not take funher actinn under the ituiiatn'e.’* Ni\R believes that the heneBt of the Supplemental Perfonnance 
Mctoc needs to be more ddimiivr. If a lender Im a suf^emental metcc ratio bclou the acceptable compart 
ratio (proposed 125 percent). NAR «iHild like R) see more cmauity that the hsuiet viiD not be sobfcct to 
tcrmHiation. Onlv then do wr bdii-vc that lenders wiH fed more comfort m lending to borrowers with lower 
credit scores. 

in addiRon, wt belies'e the 125 percent laigei ts too narrow. In in other Credit Watcltcakubtiuniv FllA uses 
an SDQ rate of 150 percent of the industi) avenge for lamdcr Insunmcc uncoons and 2un percent for 
Credii VCatcb penalties. Vi e arc contttned that 125 percent may proxide too narrow of a tniennee pirticuUiK 
for smaller lenders «'herc 5 to lOaddittonal early (IcIiuIls could cause a sr^icant surngmitscocnpaienBo. 
Cdosetpicntly. lenders may be compelled to nun^c ihcu pcrfucmance at much lower default rates, tdiich will 
not encourage lendti^ to quaiifted borrnwen across the credit spectrum. 


TORECLOSURES & SHORT SALES REMAIN PROBLEMMATIC 

Along with the issues discussed above, N.\R bdicvcs that there remam a number of issues related m 
lurcdosarc and short sales processes that the Subcommittet should also review. 

HOMEOyyfElS AIE SlTFEMNG WITHOUT MOBTGA CE CANCELLATI ON TAX RELIEF Ftt 

Ova the past year, matir families his'c decided not to gi> thnxigh with short silo nr seek workouts Imause 
of unoTUinty om a pustible (ai burden (hey OHild not pay Fhc income taa aanpaon on murtgage debt 
fmgnxn in a short sale or a workout for pnnapal residences expired at the cod of 2013. L'nlesa remedied, 
borecowoers who did participaic in a uvirkout ot shon sale will have to pay tax oo "phantom mcnroc" from 
forgnren debt, llus b not only unfair but harms families, ncighbodioods and commumdes. The fapsc of this 
provtiinn causes mam families to simpK walk away and accept a foredosmt on rheu bumc. This b oonizaiy 
to way policy doigocd to keep people m tbcir homo and prevent fhceclosum. Todir. more than 5 million 
families rcnuin in a htvne that is "under water.” 

Althtaigh nor under the pun’iew of (his Subcommittee, N.\R urges all Members to suppon an extenston of. 
‘'file Mortage Fn^Toe» Tax Relie r.\a.*' This bipanisan legislanoa would exieud an expired prm*rooD 
that has hdped millkms of di8trc»cd .\menaii familie by allowing tax relief fot homeowners uhen Icmden 
fuigivc some portion of the mortgi^ debt tbrv uwc If ibis provision is nut extended hundreds of thousands 

of Amenan families who did the o^t tlnng by ihort-sdling their luime uill have to pay mcome cu on 
"phantom mcomc." Morcova. mote distressed homeowners wili deckle to take a pas on uppacnmities tor 
woikajis with the knd» or short sales opting instead for contmued drlim^ueficy ot p<is.vdile dchiult until 
frmdwure, or stmpli' to walk away fnMn die prapern'. This will datahiliZG the coaumimdei where such 
homes are kiatoL 
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SH()»T Sai.es Sriu A Proiiixm 

N.VK bclievc< tbi tbwY ude ptuccfs s^nificandy improv-c «iili ibc panii^e of S.361. 'The Piotnpi 
Notifiauoo nf Short Sale Act,** miMduccd by Semtoa Brown and Nlurkowdu fR .VK). Thtt 
IrgiiUoun rttfuio »awxn to dcatk whclbcr ni apprrwc a xhon xaltr wtthm 3<) tfaiya of cnrapicoon of the 
file Ihe bin anempts to prod sco'Km to nuke the short salo pcocc»- more efficient setting soodictls 
«id pnuhing (hem fie itudequate jierlomunce. 

Too often. «boft sales ax sitO a ston of delay and unreabstic views of cunent Home \*aKics, rrsoimig ni the 
potcnml buyer canceUiog the ommet and the property going into fi>Fcck»urc. [‘oonnuus smounis of mne 
Hit Spent on potentul shon ^Hles ihat mub in furtclonim. Even If •successful the process uiuftlK takes nuoy 
months and coundesa hours and often rcquira nMiutkenng beause buyers lose patience and terminate the 
contract. Streamlining short talcs will reduce the amount of Qinc it takes to sell the prupmt’, onprovc the 
bkelthood the tnosaction wiD doy:, and reduce the number of foreclosures. Hits will benefit die lender, (he 
seilet, the buyer, the cnmoiamiTy. 

NAR tupported the Consumer i'inuicnl IVotection Bureau’s finai rule on mortgage soviong that requuvs 
servKcu to cnmplv with new loas mitigation procedures for loans secured bv a bottowtr's pnnctpi) 
residence. If (be servicer receives a complete kus miugguon appilciiion m<ire than V days before a Khedulcd 
foreclosure (tale, the scmcer mmt evaluate the bumnver within 3(1 data fui all lo» miogatioii opbou 
HvaiUbic, utciiiduig low modifiatioaii and shorr sales. A borrower mar appeal a dcruai of t loan miHlificamHi 
■jqK if (be orn^etc appbeattun was received 90 days or mote befua- a scheduled furcclosure. 

GSE Note Shlm Deduce Hour Biter OpwwtTuwmK 

NAR appUuds RIFA’i cfTocis to broaden opportunities- for consumers 10 refinance as wftQ xs cncouragtiig 
die GSKa tn take every feasible actum to keep families in ihctr homes with a Iran modificatirm. These home 
reteotiot! uutiativts both mitigate losses to die GSEv and taxparers, and provide stabthtv' to local housing 
markets. 

Omveisdv, N.\R is omeemed about alternative asset disposition programs that acnialH’ seem (n cnnmbutc 
to reducing booie purdusc opportunities for owner occupants. REALT ORS* stron^r bebeve that every 
effort shutild be made to tncentmze individual as opposed to bulk sales, in (he fotm of REG as&ets or note 
saks. smee murkrong an mdiinchnl propern* manmrres tccuvny on the asset and minimizes the impact un 
housing values and ne^borhood duniptioa 

KE.M.T'ORS^ bebeve die bear o(^iomin:n to rerbice costs to laxpiiycTs and asnat in (be siabilcaoon of 
bousing values and nd^boihoods is 10 erspund mtve cfTcctivcly to. and provide more resources for, pns 
foreebMure efi'nrts on lows owned or guaranteed by the C$Fj. These etibrts not only arc nei^posiove 
outcomes for homeovmm. but lai^ycrs as well Refinancing progyams, such as the Home Afibrdabic 
Rcfiouice Program (H.kRP). allow rc^onsible homeowners to lower their monthly mortgage paytnenrs and 

reduce ihor osk of dufinilt. Due in the prolonged bouui^ recover}', mani' pnvstc maikct participants bare 
fiiund that foredosures are ivpacaUy more costly than loan modifiemons and rhorr tales. Renewing and 
mcrcastng the focus on fortcIiKUir alierminres such as loan modifications and short sales wiD mimmiiic the 
need for miire taxpayer dollars being lost to im'eston who benefit ftom the discount purchase on these notes. 
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Recent stntepo, 5pcofioDy, the bdk xxle of monga^ notes by Pcctldie NUc to Lu|;r inmton, reduces 
oppomuutte tor invnet iKcupiiils tu purchuc homes mid unsetUn (he iccofcrr tif nc^borhuiHk It » 
imfx)rtu)t that sfikeholdcn understand bow these inmacuons. without expvctaouns vs restnctions. blunts 
the upponuoin' for 6rst-ninc bomebuyen to an) a rccomy in the broader housing market 

’Ihuuih these B limued mt'ornunoo available about this ptognun, one conceni a that thcK' propcitKs will 
end up IS rentah. thus ItDitmg dn; supply of nftordabie housing inventoty avuhibte tor pufcbtse. NAR's 
concern b that this leads to less afifbrdahlc mventorr bong av&ilaUe for purchase by the same hrsi nine 
bomebuyers that the marker requires n> keep movu^. ’ITie GSKs, uith PHFAV guxiaace, hive an 
of^Mctunity to lead an effort to provide (trst*(ime humebuyers with j^atcr purdusc opponunitie through 
sensible dhfosition strategies. 

FHPAMlOTlN(:KEA5EDlSa.OStmESONTHENOT^ 

N<\R understands (hat as cunscnrabir, FlIFA must protccl tutpareis fnim kisses and that the pilot bulk iwtc 
sale B minided to save money. VChile N’AR ippteciatei these efforts, it is also anpnrunt to measure the 
program and us impact to comrrrumtics. Infonnanun on the sale of the notes hv not been made arailabic 
and KAR belie\'e» it b unporuni lu be able to study the cost and tmpact ofbulk note sales to mstnuDonal 
tnvestnrs. 

Ff IFA ihould coDcct and slure more detailed perfoniunce dan about the note ulc For example, the kiuu 
were sold seeniin^' without any restrictions or expectations for (Hitcomes. FKFA should dUdosc the name 
the im’cstor who purchased the poo) ofnoirs aiul track aurcr<nrs. Of the losans sold, how manr were 
offered foredosure altctniom? 1 low many ended pnst-foredusure rentah? 

NAR looks forward to hearing more about the note sale pro^m and b cuomiitted to working wsh R IFA to 
find ways tr> pmtea taxpayers while coounuing to promote homeowneship and pAsme affordable housing 
options for potenoi) bomebuyers. 

POKFJXOSUMRFJJITMtrCTBR ElHAUSrEDBEPOItEMOVlNCTOFHAUa^ 

NAR believes that f'HA mmi improve itx pre-frmdtBure sales process to ensure that mortgage servicen 
hat'c fuOy complied with the agency’s i<M«*nurigatx>n requiiemenv before refonng loans tu the Singir Fanulv 
Jjowi Sale program (SFLS). Ihc SFLS program u used to sd! delinquent loam and recover looses for ihc 
FIU. However, wt beheee that this program has been ton agjprcssive. aucnmung Luge pooh of mong;^ to 
the highest bidder, m some ases without cnuskleriug the investor's abihn* to aduev-e neq^borhood 
smbtlnation goals such ts humvouncflihq) prescrvaiion and affordable housng. 

Several changes wvioid make this pro^am itroi^iod mure ocighb'^thood $abihzaQuiL Fiat, ante .sales 
should be m small, managcal^ numbccs in hmiied get^pluca) areas, awl unhxc the expertise of local 
busineases, tnduding oooicacmrs, real tsuie brnkeage ftnns, peopeny managers, and oon-prohB that know 
the area. Second, PIL\ should doody moiutor lotins cnteiing ihe SFUi program to ensure die servicers have 
exhausted all lou muigation opnons- Ihird, FH.\ should increase home purchase oppormrubes by tmntuting 
a "fini \oak“ pn^tim for owner occupants once the homes have fallen into fcxeclosute. (lunendy many of 
these homes are being mmci) into sin^ family rental properties that do out contnbuic to the stabihzatson of 
the neighborhoods around them. Lastly, the program needs to provide more transparency. FHA needs to 
odiect lud share more detailed performance data about the programs. Many loans aie putdtased and then 
resold tu mvnrors. Vrhat is the impaa on these mnsacuons on nct^borhuodi and homcownenr' NAR 
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avppotu RiVH gnali tn rccm-er lonc» and kcq> ihr Fund sohrcnt. But wc want to make auFC that «uch a 
p{V|;nnt also cunnnucs to piomotc humcinvumhip and preaen'r afiuciUbtp Itcuung opdoni. . 


CQNCLUSLQN 

Tbe (.'ia, bnu»toj^ Mctnt i» in the mid»t of tccoveiug frnoi the wocsi eennonuc dnwnma since the f ircat 
DcprcMifflt finme poets and sales, lut uvU as household wealth, ace all up tram a ttar ^ Vlhilt this 
mdusin cuntsioes to lace tntm' htathnods sudi as stagnant |ob gmwth and a tight supply of botnet enauang 
that Amoicans hare acce» to affordaUc mortgage credit will be key to uur nabunV ccvoumic lecorery. Hus 
will onh be possible if Congress atKi the Adnunutnnon haw the willingness to address key pohey i&sucs such 
as high g^anniee fees and loan le^'cl pbong adjustnienii charged by the GSEs. os wdl » cacasn'c Ti U 
premiums which contuuic to caaccrbatc the tight credli market. 

Ndicrmokers can oko have a pounre insptet on the housing market by fixing, buidctisAEne condommimn 
rotnenom that have kept nmiumcn, opcaally fim-uiDt humebuvers, on the xKlelinc. Addinoatfiy, by 
ttckloig the 3 percent oq) on fees and p^Mnu issue, lawmaken will address some uf the rcgulaioty burdens 
that ore mhibmng fioancul Histuunom bom lending. 

VChtle N AR is en«>uraged by R IFA's recent dcuMon to provide mure clinty on representauons and 
wRmoDcs as well as restont^ the GSE’s longstanding pnehee of pucchasmg loam with 3 pccccni 
downpayments, it t> impctaove lenders improve the quabiy of then undetwTiiiiig and halt peeveniihte 
mistakes dunog this process. Furtheouore, bdics'cs Cnngress can help to hinbcr iug)rmT the aicrcnt 
tending environment by passing IcgnUnun that would ptonde mongagr debt fotg^cncas as wxll as murr 
certainty during the short sale piucess. 

Only untd policymakers deal with the confiuence of issues listed above, uiD ^kmescans bive acccsi to 
affordiblr mortgage credit, which will allow cnir nabon to return to pmapenn'. 
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PREPARED STATEMENT OF JULIA GORDON 

Director of Housing Finance and Policy, Center for American Progress 

December 9, 2014 

Good morning Chairman Menendez, Ranking Member Moran, and Members of the 
Subcommittee. My name is Julia Gordon, and I direct the housing finance team at 
the Center for American Progress, a nonpartisan think tank dedicated to improving 
the lives of Americans through progressive ideas and action. Thank you so much 
for convening this hearing on the critical topic of inequality and opportunity in the 
housing market. I greatly appreciate the opportunity to testify today about the state 
of our housing recovery and its relationship to the well-being of families and the 
broader economy. 

Research and our lived experience confirm the link between housing and oppor- 
tunity in this country, from the many benefits of home ownership for families and 
communities to the central role of the housing economy on economic vitality. A 
healthy housing market, when coupled with appropriate protections to ensure re- 
sponsible and sustainable lending, offers opportunities for young people to begin 
building wealth through home ownership, for growing families to access good schools 
and high-opportunity neighborhoods, and for older people to choose whether to age 
in place or seek a smaller or more supportive environment. 

Yet at present, our Nation’s housing recovery is neither strong nor equitably dis- 
tributed. Not only has the mortgage market shrunk nationally, but many commu- 
nities, especially communities of color, lag far behind other parts of the country, 
with hard-hit neighborhoods continuing to suffer the ongoing effects of multiple fore- 
closures, negative equity, vacant homes, and blight. We have turned back the clock 
nearly 20 years on home ownership rates, and rental costs are soaring relative to 
incomes. ^ 

Historically, the housing sector has led economic recoveries following downturns. 
Unfortunately, the market is not yet strong enough now to play that role, which is 
one of the reasons why the overall recovery still has a lot farther to go. While we 
have had 57 months of consecutive private sector job growth, too many people are 
still out of work or underemployed, small business formation remains depressed,^ 
and consumer demand has not rebounded sufficiently. The combination of stagnant 
wages and rising costs for basic needs, including housing, has squeezed the budgets 
of all families in America, with the result that entering or even staying in the mid- 
dle class has become increasingly difficult. ^ 

Despite this bleak picture, we see many options for policy choices that can help 
stren^hen the housing market, aid struggling families, and revitalize hard-hit 
neighborhoods. In this testimony, we provide a set of recommendations to help. 
While no single recommendation is a silver bullet, taken together, we believe we 
could move the dial significantly. Many of these recommendations do not require 
legislative action, but can be accomplished by regulatory agencies, while others 
would require Congress to act. 

To increase access to safe and affordable credit, we recommend: 

a. Congress should complete comprehensive reform of the housing finance system. 

b. The Federal Housing Finance Agency should play a powerful role in increasing 
access to credit. 

c. As a provider of credit to so many underserved populations, the Federal Hous- 
ing Administration should continue to improve access to and affordability of 
credit. 

d. Congress and regulators should support alternative mortgage channels, innova- 
tive products to reach underserved borrowers, and effective housing counseling. 

e. Congress should extend the Mortgage Forgiveness Debt Relief Act, and it 
should convert the mortgage interest deduction to a tax credit. 


iPrashant Gopal, “U.S. Homeownership Rate Falls to the Lowest Since 1995”, Bloomberg, 
April 29, 2014, available at http: 1 1 www.bloomberg.com I news 1 2014-04-29 1 u-s-homeownership- 
rate-falls-to-the-lowest-since-1995.html; Joint Center for Housing Studies of Harvard University, 
“America’s Rental Housing: Evolving Markets and Needs”, (2013) Table A— 1, available at 
http:! ! www.ichs.harvard.edu 1 sites I jt^s.harvard.edu ! files ! ahr20 13 appendix tables.pdf. 

^U.S. Census Bureau, “Business Dynamics Statistics”, available at http:! Iwww.census.gov I 
ces / dataproducts I bds I . 

3 Center for American Progress, “The Middle-Class Squeeze”, (2014), available at https:! I 
www.aniericanprogress.org / issues ! economy / report 1 2014 1 09 1 24 1 96903 1 the-middle-class- 
squeezej. 
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f. Regulators should collect better mortgage data to help identify problems and 
potential solutions in the market. 

In addition, to assist struggling families and neighborhoods, we recommend: 

a. FHA should improve its Distressed Asset Sale Program to better promote home 
retention and neighborhood stability. 

b. FHFA should take additional steps to aid struggling homeowners and commu- 
nities. 

c. The Consumer Financial Protection Bureau should continue to improve its 
servicing rules. 

d. Policymakers should take steps to help renters, particularly very low-income 
renters. 

Background: The State of the Housing Market 

Overall, the national mortgage market today is significantly smaller than it was 
before the Great Recession, both in terms of overall volume and home sales. * The 
national home ownership rate has dropped from close to 70 percent to 64 percent. 
Cash investors made 29 percent of all purchases in 2013, way above their historic 
norm of 10-12 percent. ® Housing starts remain depressed, and even optimistic pro- 
jections for 2015 remain well below levels seen before the housing boom. ® 

Additionally, access to credit remains tight. For a conventional home purchase 
mortgage, the average FICO score is 754. While FHA credit is easier to obtain, with 
average credit scores for purchase money mortgages around 680, it is still tighter 
than historical norms. The Urban Institute estimates that approximately 1.2 mil- 
lion fewer purchase mortgages were made in 2012 than would have been the case 
had credit availability remained at pre-bubble 2001 levels.® Testimony today from 
the National Association of Realtors provides considerable additional detail on the 
size and condition of the market. ® 

In terms of specific populations, home ownership rates for young people (ages 25- 
34) are among the lowest in decades. While that could in part be explained by 
the timing of the Great Recession and by the later ages at which this demographic 
group is forming families, even 35 to 54 year olds (Generation X) — which should be 
in their prime home ownership years — have a home ownership rate lower than ex- 
pected. 

The health of the mortgage market is also important for the Baby Boomer genera- 
tion, many of whom will soon be seeking to sell their homes. The Bipartisan Policy 
Center estimates that Echo Boomers — those born between 1981 and 1995 — will 
drive 75 to 80 percent of owner-occupied home acquisition before 2020 as Baby 
Boomers sell off their homes. Homes are significant reservoirs of wealth, and a 


^Johnathan Miller, “Real-Estate Appraisals Are Bubbly Again”, Bloomberg View, December 
4, 2014, available at http: 1 1 www.bloombergview.com I articles/ 2014-12-04 1 back-to-inflated- 
realestate-appraisals. 

^Realtytrac, “Short Sales and Foreclosure Sales Combined Accounted for 16 Percent of U.S. 
Residential Sales in 2013”, Press Release, January 22, 2014, available at http:/ / 
www.realtytrac.eom/content/news-and-opinion/december-and-year-end-2013-us-residential-and- 
foreclosure-sales-report- 7967. 

®Bill McBride, “Preliminary: 2015 Housing Forecasts”, Calculated Risk, October 31, 2014, 
available at http:/ / www.calculatedriskblog.com / 2014 / 10 / preliminary-2015-housing-fore- 
casts.html; Census Bureau data shows we averaged more than 1.5 million annual housing starts 
between 1998 and 2002. 

'^Ellie Mae, “Origination Insight Report: October 2014”, (2014) available at http:/ / 

www.elliemae.com/origination-insight-reports/Ellie_Mae OIR OCTOBER2014.pdf; Historical 

FHA data available in HUD’s FHA Single-Family Mutual Mortgage Insurance Fund Programs 
Quarterly Reports to Congress, available at http://portal.hud.gov/hudportal/HUD?src=/pro- 
gram offices / housing / rmra / oe / rpts/rtc / fhartcqtrly. 

® Laurie Goodman, Jun Zhu, and Taz George, “Where Have All the Loans Gone? The Impact 
of Credit Availability on Mortgage Volume”, (Washington: Urban Institute, 2014, available at 
http:/ / www.urban.org / publications / 413052.html. 

^Statement of the National Association of Realtors before the United States Senate Com- 
mittee on Banking, Housing, and Urban Affairs Subcommittee on Housing, Transportation, and 
Community Development, “Inequality and the Housing Market”, December 9, 2014. 

i°HUD, “U.S. Housing Market Conditions Historical Data”. 

Jed Kolko, “The Recession’s Lost Generation of Homeowners Isn’t Millennials — It’s the Mid- 
dle-Aged”, 'Trulia Trends, July 16, 2014, available at http:/ / www.trulia.com /trends 12014 / 07 / 
recessions-lost-generation / . 

12 Bipartisan Policy Center, “Demographic Challenges and Opportunities for U.S. Housing 
Markets”, March 2012, available at http:/ / bipartisanpolicy.org / library / report / demographic- 
challenges-and-opportunities-us-housing-markets. 
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lack of sufficient effective demand for homes could significantly affect the retirement 
security and the ability to remain independent for these families. 

Perhaps most troubling, home ownership rates for people of color have dropped 
dramatically, with Latinos falling by 9 percent from their peak, and African Ameri- 
cans by 13.7 percent. Because the majority of families formed in America going 
forward will be families of color, a steep reduction in the numbers of Latinos and 
African Americans buying homes spells trouble for the housing market for decades 
to come. 

The drop in home ownership rates plays a significant role in the ever-increasing 
wealth disparities between Whites and people of color. The median White household 
lost 29 percent of their home-equity-based wealth between 2005 and 2011, while the 
median African American household and the median Hispanic household lost 38 
percent and 55 percent of their home-equity wealth, respectively, i® Loss of home eq- 
uity translates directly in overall asset reductions, especially for households of color, 
since their homes are their largest asset (for African American families, homes ac- 
count for more than half of all wealth, compared to 39 percent for Whites), Spe- 
cifically, Whites lost about 26 percent of their net worth during this period, while 
African Americans lost 50 percent and Hispanics lost 61 percent. 

Today’s lending patterns mirror our long history of unequal access to mortgage 
credit for low- and moderate-income and minority communities and borrowers. Cen- 
sus tracts with low levels of any type of home purchase lending are disproportion- 
ately minority (45 percent on average, compared to 33 percent in other areas) and 
lower-income (with an average income of 82 percent of area median income vs. 107 
percent of AMI in other areas), In 2013, African Americans received only 4.8 per- 
cent of home purchase mortgages, despite making up 13 percent of the population, 
and Hispanics received 7.3 percent of these loans, despite constituting 17 percent 
of the population, Minority households disproportionately lack access to the more 
affordable mortgage credit offered in the conventional market, as 70 percent of home 
purchase loans made to African Americans and 63 percent of these loans made to 
Hispanics in 2013 were Government supported.^® 

Recently, the Urban Institute’s Housing Finance Policy Center developed a 
groundbreaking methodology for measuring the tightness of credit in the housing 
market. This technique better accounts for the changing credit profile of appli- 
cants over time, an important adjustment because far fewer applicants with weaker 
credit profiles are applying for mortgages than did during the housing bubble (2004- 
07) or the more normal period of lending activity that preceded it (1998-2003). Most 
notably, in the conventional sector, only 8 percent of conventional borrowers in 
the post-crisis period were of lower credit quality compared to 29 percent in the pre- 
bubble years, before the rise of the irresponsible practices that led to the crisis. This 
tightness in the conventional sector has a disproportionate impact on borrowers of 
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color, who find themselves relegated to the more expensive Government-backed 
channels or locked out of the mortgage market altogether. 

At the same time, while home prices nationally have rebounded from the lows 
reached during the Great Recession, price recovery has been remarkably uneven, 
with some geographies still deeply underwater. Not only are 8.7 million (17 percent) 
of homeowners underwater nationally, but in the 396 hardest-hit zip codes, be- 
tween 43 percent and 76 percent of homeowners are underwater. More than 70 
percent of these zip codes have incomes below the national median, and in two- 
thirds of them, African Americans and Latinos account for at least half the popu- 
lation. 

The combination of tremendous home price declines, widespread negative equity, 
and the impact of the recession on unemployment resulted in the worst foreclosure 
crisis since the Great Depression. Since the start of the crisis, there have been 5 
million completed foreclosures. Even today, with foreclosure rates much lower, about 
630,000 homes are currently in some stage of the foreclosure process while more 
than 1.6 million borrowers are seriously delinquent. Foreclosures have cost home- 
owners, neighborhoods, and investors dearly. A typical foreclosure costs borrowers 
up to $7,000 in administrative costs alone, costs investors more than $75,000,^'^ 
reduces the value of neighboring homes, and burdens local governments through 
reduced property taxes and increased anti-blight expenditures.^® A recent study 
even linked foreclosures to declines in neighbors’ health. Weakness in the housing 
market deprives our economy of the economic multiplier effects of a strong housing 
market, including additional construction jobs, consumer demand for household-re- 
lated items, and local and State tax revenue. The stubborn persistence of negative 
equity also continues to depress aggregate consumer demand for all goods and serv- 
ices, with significant macroeconomic consequences; homeowners with high levels of 
debt relative to the value of their assets have experienced larger declines in con- 
sumption than less highly leveraged homeowners, even after taking into account de- 
clines in net worth. Additionally, fewer small businesses are being founded in the 
aftermath of the Great Recession, which is not surprising given that roughly one 
in four small-business owners uses home equity as a source of capital or collat- 
eral. 

Finally, the decline in home ownership has led to an increase in renters, placing 
significant upward pressure on rent prices. As of 2012, more than half of all renters 
spend more than 30 percent of their income on housing, which is the historical 
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upper limit of rent affordability. More than a quarter of all renters spend more than 
half of their gross income on rent, significantly reducing their ability to pay for food, 
child care, health care, and other necessities. While the number of households ex- 
periencing “worst case” housing needs — either because they live in severely inad- 
equate housing or spend more than half of their income on rent — has increased. 
Congress has repeatedly cut rental assistance programs, and the share of house- 
holds eligible for these benefits that actually receive them has continued to fall. 

Policy Recommendations 

Increase Access to Safe and Affordable Credit 

Ironically, even as home prices experienced historic declines over the past 6 years, 
the tightness in the credit market meant that far too many households — especially 
families of color and lower-wealth families — missed what could otherwise have been 
an ideal opportunity to access affordable and sustainable home ownership, build 
family wealth and security, and provide better opportunities for their children. Too 
many communities that lost significant wealth due to foreclosures are now failing 
to rebuild it through home ownership; as more people rent, and especially as more 
formerly owner-occupied homes transition to long-term rental, payments that could 
be contributing to rebuilding residents’ wealth continue to flow to investors, many 
of whom live outside the community. 

It is not too late to turn this situation around, but we must focus our efforts on 
enabling more families to join the ranks of home ownership. While there is no one 
silver hullet, there are many dials and levers that can help increase access without 
opening the door to predatory or unsafe lending. 

At the same time, it is critical to ensure that any expansion of access not lead 
to the same predatory and abusive market practices that led to the crisis. While the 
Dodd-Frank Act created strong protections for mortgages, and while the Consumer 
Financial Protection Board (CFPB) has tried to set a sensible, moderate course in 
implementing those protections, some industry participants continue to fight for 
broader and more exemptions from Dodd-Frank’s mandate for creditors to assess a 
borrower’s ability to repay a mortgage loan. An exemption for an entire class of as- 
sets, such as portfolio loans, is overly broad and would undermine existing incen- 
tives that deter creditors from ignoring the damage caused by making unaffordable 
loans. 

Moreover, we do not believe the Dodd-Frank rules will adequately protect con- 
sumers unless all market participants, including brokers, appraisers, lenders, 
securitizers, and investors, bear liability for noncompliance. Additionally, while we 
commend regulators involved in the so-called QRM rulemaking for choosing not to 
impose a downpayment requirement, which we believe would have unfairly excluded 
lower-wealth households from home ownership, we support the overall risk reten- 
tion rule as an important tool to provide securitizers with skin in the game. 

A. Congress should complete comprehensive reform of the housing finance sys- 
tem. 

One thread that runs throughout most policy recommendations about easing tight 
credit is the need to provide as much certainty as possible to market participants 
and stakeholders. Perhaps the largest of such uncertainties is the fate of mortgage 
giants Fannie Mae and Freddie Mac, which have now been under conservatorship 
for more than 6 years. 

Some advocate for simply returning to the system we had before the crisis, where 
Fannie and Freddie’s private shareholders profited from an implicit Government 
guarantee with minimal capital requirements. While we agree the conservatorship 
should not last forever, it is critical that in the process of ending it, we fix the mis- 
aligned incentives that resulted in the GSE’s financial crisis and that we create an 
explicit, priced, and paid-for Government guarantee to protect the teixpayer. 

In our view, S. 1217 provided a very useful framework for this conversation. How- 
ever, the legislation as passed by the Senate Banking Committee lacked a number 
of essential elements that we have recommended, particularly with respect to access 
to and affordability of credit. Placing the goal of access to affordable, sustainable 
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credit at the center of the new system’s purpose will provide the greatest benefit 
in the long run not only to families but also to lenders and investors, and will also 
protect taxpayers from future bailouts. 

We look forward to working with the 114th Congress to craft a housing finance 
system that can take this country into the future smoothly and successfully. 

B. The Federal Housing Finance Agency can play a powerful role in increasing 
access to credit. 

While comprehensive housing finance reform proceeds through the legislative 
process, we urge the Federal Housing Finance Agency (FHFA) to use its extraor- 
dinary powers of conservatorship to promote a robust, inclusive mortgage market 
that provides liquidity for the broadest possible range of credit needs. 

1. FHFA should use its housing goals and duty to serve rulemakings to expand 
access to populations that are being left out of the housing recovery. 

Given the GSE’s dominance in the secondary market, their appetite for mortgages 
essentially determines whether the mortgages will be made at all by the primary 
market. Understanding this dynamic. Congress has charged FHFA with advancing 
access to credit by setting specific goals for the GSEs to meet in supporting under- 
served borrowers and communities and by asking the GSEs to provide “leadership 
to the market in developing loan products and flexible underwriting guidelines to 
facilitate a secondary market,” supporting very low- to moderate-income families in 
the areas of manufactured housing, affordable housing preservation, and rural mar- 
kets. 

Housing Goals: In recent years, FHFA has failed to set strong goals that push 
the Enterprises to responsibly innovate and serve broadly, instead setting single- 
family goals that allow the Enterprises to lag the primary market’s performance. 
During this time, whole segments of the market have moved to FHA or have not 
been served at all. In 2012, for example, the Enterprises financed only 16 percent 
of home purchase loans originated in low-income and minority census tracts, a quar- 
ter of home purchase loans to African Americans, and under one-third of home pur- 
chase loans to Hispanics or Latinos. 

This year’s goals rulemaking is an important opportunity to push the Enterprises 
to support low- and moderate-income communities. We recommend that FHFA set 
strong single- and multifamily benchmarks for GSE performance, including a 27 
percent goal for low-income home purchase lending; take strong and predictable en- 
forcement action that considers the performance of the overall market when the En- 
terprises fail to meet the housing goals; and establish subgoals for small multifamily 
properties and reporting requirements for single-family rental. 

Duty To Serve: Although more than 6 years have passed since Congress asked 
FHFA to create this requirement for the GSEs, the rule proposed in 2010 has not 
been finalized or implemented. Because the housing market and the financial status 
of the Enterprises has evolved significantly in the intervening years, we urge FHFA 
to re-propose the rule and once again take public comment. The proposal should en- 
courage responsible innovation and give the Enterprises strong incentives to serve 
broadly and lead the market. 

FHFA can make a significant contribution to greater affordability in the manufac- 
tured housing area by using the duty to serve rule to push the market toward more 
responsible practices in the area of chattel lending (the majority of manufactured 
housing is titled as chattel rather than real property, meaning that buyers often 
lack basic consumer protections). In the affordable housing preservation and rural 
markets, we similarly believe that the Enterprises can actively support these mar- 
kets through new products, flexible underwriting, affirmative outreach, and other 
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activities, including grants to and partnerships with high-performing nonprofits de- 
voted to this work. 

2. FHFA should adjust its pricing to pool risk and to charge only for its actual 
risk, thereby making loans more ajfordable, and should align pricing policies with 
private mortgage insurer counterparty requirements. 

We consider it critical that FHFA return to a pricing structure that is trans- 
parent, countercyclical (or, at the very least, not procyclical), and takes full advan- 
tage of the Enterprises’ unique ability to pool risk. 

After the inception of the conservatorship, Fannie and Freddie instituted across- 
the-board risk based pricing through a system of loan level price adjustments, or 
LLPAs. The LLPAs charge different prices for different loans depending on the pro- 
file of both the loan and the borrower. This change from more of a risk pooling ap- 
proach occurred at a time when housing prices were dropping, foreclosure rates 
were rising, and the Enterprises were in dire straits financially. FHFA also was con- 
cerned about the financial woes of private mortgage insurer counterparties, many 
of which struggled or even went under financially during the crisis and could not 
pay all their claims. 

Today, the Enterprises are in a very different financial condition, having returned 
to profitability due to a very strong book of new loans, a decline in foreclosure rates, 
an increase in home prices, and numerous big-dollar settlements with financial in- 
stitutions. These profits also have enabled them to use deferred tax assets, further 
improving their financial position. At the same time, the private mortgage insurers 
also have returned to financial health, and FHFA is now instituting a set of capital 
and management requirements for those companies that will significantly reduce 
the Enterprises’ exposure to counterparty risk. 

Yet the LLPAs remain in force, where they play a significant role in driving less 
wealthy borrowers out of the conventional market and making loans for those bor- 
rowers more expensive — which in and of itself increases the risk of the loans. We 
recommend that FHFA immediately discontinue use of the LLPAs and return to the 
historical norm. 

Additionally, we do not believe additional increases to the base g-fee are required 
at this time. FHFA has justified these increases by claiming they are needed to en- 
courage the return of private label securitization. Yet, analysts believe current fees 
more than cover outstanding risk, and even the dramatic increase in g-fee over 
the past several years has not succeeded in “crowding in” private capital, although 
it has undoubtedly driven business to FHA, which carries a 100 percent explicit 
Government guarantee. 

As we recommended in our comment letter to FHFA, we think FHFA should 
price based on what is needed to cover expected losses and costs — including a justifi- 
able level of capital and revenue to support its cost — and protect the teixpayer in 
the event of stress scenarios, rather than on pursuing particular market shares for 
non-GSE entities or sectors. 

Similarly, while we support the overall effort to impose meaningful requirements 
on private mortgage insurer counterparties, we have serious concerns about the fi- 
nancial requirements as proposed. ** Because the cost of private mortgage insurance 
by definition falls on lower-wealth borrowers, first time homebuyers, and borrowers 
of color, the PMIERs are as important, if not more important, than guarantee fees 
when it comes to affordable credit. In our view, the proposed requirements will un- 
necessarily raise the cost of credit for the very borrowers for whom the GSE mission 
is most important, and we suggest that significant adjustments be made before fi- 
nalizing these requirements. It is also critical to coordinate g-fees and LLPAs with 
the private mortgage insurance requirements. 

3. Providing a 97 LTV product is a good start, and FHFA also should provide pub- 
lic, loan-level data on past efforts to promote access to credit. 

We support the recently announced policy change permitting Fannie and Freddie 
to buy mortgages with as little as 3 percent down under certain circumstances. 
Properly underwritten, low-downpa 3 mient mortgages with long-term, fixed-interest 
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rates have performed well even throughout the Great Recession. The predatory 
mortgages that brought down Wall Street’s house of cards sometimes included low 
downpayments, but also layered multiple risks — such as exploding interest rates, 
exorbitant fees, and steep prepayment penalties — with little or no underwriting. 
Most of these practices are now prohibited by the Dodd-Frank mortgage rules. 

We also generally support FHFA’s intention in its strategic plan to ask the Enter- 
prises to “assess whether there are additional opportunities to reach underserved 
creditworthy borrowers.”^® Prior to conservatorship, the Enterprises undertook di- 
verse efforts to promote access to affordable mortgage credit, with flexible under- 
writing standards for core affordability products such as MyCommunityMortgage as 
well as specialized products that met the particular needs of borrowers, such as 
SmartCommute and Construction-to-Permanent mortgages. They also worked to 
serve harder-to-serve markets, such as community land trusts, tribal lands, and 
small multifamily properties, and partnered with diverse entities in support of their 
affordable housing mission, including nonprofits, housing counseling agencies. Hous- 
ing Finance Agencies and Community Development Financial Institutions. 

However, in considering how Fannie and Freddie should proceed, FHFA should 
instruct the Enterprises to conduct detailed analyses of their past efforts to promote 
access to affordable mortgage credit to use in designing effective programs for the 
future. In addition to analyzing previous efforts, we encourage FHFA to make re- 
lease to the public performance data on affordable lending efforts so that external 
stakeholders working in the housing finance field can understand better how to 
reach underserved borrowers and communities. We commend the Enterprises for re- 
leasing loan characteristic and performance data on a large number of their acquisi- 
tions in recent years, but data released so far is limited to single-family, 30-year, 
fixed-rate, full documentation, fully amortizing mortgages. 

4. FHFA should require Fannie Mae and Freddie Mac to update the credit score 
model used by their automated underwriting systems. 

Currently, the Enterprises require the use of a “classic” FICO credit score — i.e., 
FICO 04 — in their automated underwriting systems. However, newer scoring mod- 
els, including both FICO 09 and VantageScore, have made some critical changes 
that will improve the reliability of scores and/or allow the scoring of tens of millions 
of consumers. 

These newer models no longer consider paid collection items, including medical 
debt collections, and give less weight to unpaid medical debts. Given that the CFPB 
has found that the presence of medical debt on a credit report results in a credit 
score that is typically lower by ten points than it should be, and for paid medical 
debt, up to 22 points lower than it should be,^® and given that about 35 percent 
of Americans — or 77 million — have debt collection items on their credit reports,^® 
about half of which are for medical debt, this is a critical issue. 

In addition, these newer models are better able to deal with consumers with lim- 
ited credit history, or “thin file” consumers. For example, FICO 09 has enhance- 
ments to better assess thin file consumers, and VantageScore claims to be able to 
score an additional 30 to 35 million thin file consumers. 

While Fannie Mae and Freddie Mac have already agreed to study the issue, we 
do not believe more research is necessary to demonstrate the advantages of alter- 
native models. Instead, FHFA should instruct them to modernize their systems 
forthwith. 
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C. As a provider of credit to so many underserved populations, FHA should 

continue to improve access to and affordability of credit. 

The Federal Housing Administration (FHA) has played a crucial role in sup- 
porting our economic recovery, preventing not only even more catastrophic home 
price declines but also a double-dip recession. While this support came at a cost to 
the agency’s capital ratio, a combination of strong management and improvement 
in the economy has put the agency on track to fully replenish its reserves by 2016. 
FHA has particularly supported first-time homebuyers and buyers of color, who are 
all currently poorly served by the conventional market. The following are three sug- 
gestions for FHA to help expand affordable credit further. 

1. FHA should reassess its insurance premium structure to see if it is possible to 
reduce premiums. 

As noted above, FHA has of necessity focused very heavily in recent years on 
making programmatic changes to help replenish its insurance fund. While such a 
focus is important, we believe the fund is strong enough at this point for FHA to 
reconsider the pricing of mortgage insurance premiums. Forty percent of the agen- 
cy’s home purchase loans made in the second half of 2013 qualified as high cost, 
which — despite otherwise providing fixed rate, long-term credit — can in and of itself 
make a loan more risky. If FHA’s fees are not set correctly, its customers, who 
are more likely to be minority and first time homebuyers, will be saddled with addi- 
tional unnecessary expenses, perpetuating an unequal mortgage market. Addition- 
ally, the dramatic increases in premiums appears to be driving borrowers away from 
FHA, reducing its volume significantly, and with FHA operating as the only pro- 
gram available for many lower-wealth borrowers and borrowers of color, we fear 
those borrowers will not find other alternative credit sources. 

While we do not believe we have sufficient information at this time to recommend 
a specific change to the premium structure, we strongly encourage FHA to examine 
the impact its premiums are having on access to credit and to consider whether 
some reductions could provide sufficient additional volume to offset any harm to the 
fund. 

2. FHA should complete its work to provide clarity to lenders and reduce overlays. 

To address lender concerns about indemnification, FHA has proposed a new sys- 
tem for detecting defects in loan quality and holding lenders accountable for such 
defects. In this proposal, FHA more clearly identifies and classifies defects in loan 
applications, establishes severity levels of such defects and provides a more objective 
approach to analyzing appropriate cures for defects. We support this effort and be- 
lieve it is extremely important, although we believe more work is required to clarify 
and align definitions and to further reduce subjectivity in defect and cure classifica- 
tions. Additionally, we believe it would be sensible for FHA to work closely with 
FHFA to align its policies protecting lenders, such as providing a 3-year window of 
clean payment history for indemnification with exceptions for fraud, data inaccura- 
cies, and compliance with responsible lending practices. 

D. Congress and regulators should support alternative mortgage channels, in- 

novative products to reach underserved borrowers, and effective housing 
counseling. 

Many communities hardest hit by the housing crisis and the economic downturn 
have long been either underserved or not served by traditional financial institutions 
that could provide safe and affordable credit. Similarly, for many borrowers, the 
most popular mainstream products will always be difficult to access. For this rea- 
son, we recommend taking steps to strengthen alternative mortgage channels and 
experiment with safe but innovative products to reach more borrowers. 

The strong need for alternative lenders in underserved communities can be attrib- 
uted to years of discrimination, redlining, and market failures in which mainstream 
financial institutions lacked incentives to lend to projects where the aggregate social 
return was positive. Community Development Financial Institutions (CDFIs) and 
Housing Finance Agencies (HFAs), which combine deep knowledge of local commu- 
nities’ needs with safe, targeted products, can identify and assist potential home- 
owners, and CDFIs can also provide business and consumer loans, investments, and 
retail hanking services to neighborhoods that need critical economic catalysts to 
overcome years of disinvestment. 

Congress and regulators should consider whether there are changes to regulations 
such as the Community Reinvestment Act (CRA) that can be used to strengthen 
these institutions. For example, changing the way that financial institutions subject 
to CRA receive credit for investing in CDFIs could provide a win-win solution for 


^^Bhutta and Ringo, “The 2013 Home Mortgage Disclosure Act Data”. 
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banks unwilling to take risks on certain populations, especially since CDFIs and 
nonprofits receive special treatment in the Dodd-Frank mortgage rules to enable 
them to better serve lower-income families. Similarly, sources of funding such as re- 
cent settlements between Government agencies and large banks could be directed 
to helping alternative mortgage channels scale their operations. 

Similarly, a typical mortgage product is not always accessible to some households 
due to the downpayment requirements or fear of placing assets in a first loss posi- 
tion. Shared equity/shared appreciation approaches can provide a middle ground be- 
tween renting and traditional home ownership. In general, these products share cer- 
tain common features: owner occupancy of residential properties, initial afford- 
ability, and sharing of risk and equity/appreciation. These strategies can potentially 
support modest individual asset accumulation while protecting consumers against 
home price declines while also providing more stability to the macroeconomy in 
times of market disruption. Congress and regulators should consider how to en- 
courage safe experimentation with alternative products. 

Finally, it is critical to support housing and credit counseling to help more people 
achieve sustainable home ownership. Whether counseling a first-time homebuyer to 
avoid predatory loans, negotiating a modification that will allow a distressed home- 
owner to stay in their home, helping a low-income family find affordable rental 
housing, or helping a homeless person find emergency shelter, nonprofit housing 
counselors are advocates for housing consumers, especially those from traditionally 
underserved communities such as communities of color, low- and moderate-income 
communities, and the elderly. A growing body of research demonstrates that those 
who receive housing counseling realize better outcomes than similarly situated peo- 
ple who do not. 

Recently, FHA proposed a program entitled “Homeowners Armed With Knowl- 
edge” (HAWK) that would offer reductions on the upfront and annual mortgage in- 
surance premiums (MIPs) to FHA borrowers who participate in a specified housing 
counseling curriculum. Other Government agencies such as VA and USDA could 
create the same type of program, and FHFA could work with Fannie and Freddie 
to create a similar incentive structure in the secondary market through preferential 
pricing for counseled mortgages. Borrowers could 3 deld additional incentives if they 
committed to post-purchase counseling, as well. Bonus points could be awarded 
under the goals that would incent this kind of proven, safe and sustainable lending. 
Additionally, Congress should grant HUD’s Office of Housing Counseling the au- 
thority to accept funds from private entities to be distributed and used for housing 
counseling activities. 

E. Congress should extend the Mortgage Forgiveness Debt Relief Act, and it 
should convert the mortgage interest deduction to a tax credit. 

Mortgage Forgiveness Debt Relief Act: When a lender forgives mortgage debt 
through a short sale, a principal reduction modification, or even after a foreclosure, 
the amount that the borrower no longer owes counts as taxable income to the bor- 
rower unless it fits into an exemption in the tax code. Given the deep inappropriate- 
ness of this result for those losing their homes, Congress created a tax code exemp- 
tion in 2007 entitled the Mortgage Forgiveness Debt Relief Act. For the past several 
years, the MDRA has been extended on a year-to-year basis. 

The MDRA has been crucial to virtually every effort to assist troubled home- 
owners and restore the housing market to health. However, this past year, the 
MDRA was not extended. Consequently, the number of short sales dropped, adding 
to the continued woes of the housing market. What’s more, principal reduction is 
less valuable to homeowners if they must pay tax on the forgiven debt, which ham- 
pers loss mitigation efforts. Congress must extend the MDRA not just until the end 
of 2014, but at least until the end of 2015. Ideally, this exemption would become 
permanent. 


Atif Mian and Amir Sufi, “House of Debt”. 

^'^Neil S. Mayer and Kenneth Temkin, “Pre-Purchase Counseling Impacts on Mortgage Per- 
formance: Empirical Analysis of NeighborWorks America’s Experience” (Washington: 
Neighhorworks America, 2013); Marvin M. Smith et ah, “The Effectiveness of Pre-Purchase 
Homeownership Counseling and Financial Management Skills”, (Philadelphia: Federal Reserve 
Bank of Philadelphia, 2014); Kenneth M. Temkin et al, “National Foreclosure Mitigation Coun- 
seling Program Evaluation: Final Report, Rounds 3 Through 5”, (Washington: Neighhorworks 
and the Urban Institute, 2014). 
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Goodman and Ellen Seidman, “The Mortgage Forgiveness Debt Relief Act Has Expired — Re- 
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Mortgage Interest Deduction: The Federal Government spends $70 billion a year 
on the mortgage interest deduction — more than a trillion dollars over a 10-year pe- 
riod and more than the entire HUD budget. Yet, the benefit of the mortgage inter- 
est deduction is heavily skewed to households in upper-income tax brackets. As a 
taxpayer’s income increases, their teix rate increases and so does the value of the 
deduction. In addition, the mortgage interest deduction is only available to those 
who are able to itemize deductions, rather than taking the standard deduction. Ac- 
cording to the Teix Policy Center’s analysis of 2010 data, less than a third of tax- 
payers itemize their deductions, and the majority of those who itemize fall in the 
top income tax brackets. 

As part of comprehensive tax reform, we recommend replacing the current mort- 
gage interest deduction with a tax credit. Our proposal would gradually phase out 
the current deduction and replace it with an 18 percent nonrefundable tax credit. 
The effect of this change would be to provide the same benefit to all taxpayers, rath- 
er than a much larger benefit to those with higher incomes. Increasing the value 
of the credit to low- and moderate-income taxpayers not only increases fairness and 
access to home ownership, but also contributes to economic growth, since it puts 
more money in the hands of a large number of families who typically need to spend 
every dollar they earn just to get by. 

F. Regulators should collect better mortgage data to help identify problems 
and potential solutions in the market. 

As a free and public database, the Home Mortgage Disclosure Act (HMDA) pro- 
vides critical data to housing market participants and stakeholders, especially to 
nonprofits and other entities without access to expensive proprietary databases. 
However, the HMDA database has long suffered from some key omissions, both in 
terms of who is reporting data and what data are reported. 

Recently, the CFPB issued a set of proposed changes to HMDA, including changes 
to definitions of covered institutions and transactions as well as the addition of the 
proposed new fields would improve the usefulness and quality of the HMDA data. 
We strongly support the CFPB’s efforts. In addition to their proposals, we rec- 
ommend additional data enhancements that would be of great benefit to researchers 
and community groups in the efforts to promote fair access to credit, while also 
helping equip regulatory and enforcement agencies with fair lending compliance. 

For example, we think the CFPB should take further steps to simplify the report- 
ing requirement to one eligibility standard, should add further fields on various top- 
ics such as denials and language/race, and collect information on loan modifications 
and housing counseling. 

Assist Struggling Families and Neighborhoods 

A. FHA should improve its Distressed Asset Sale Program to better promote 
home retention and neighborhood stability. 

Since 2012, the FHA has been selling distressed loans in bulk prior to foreclosure 
in order to save money and potentially provide these borrowers with a last chance 
to save their homes. The Distressed Asset Stabilization Program has auctioned 
about 100,000 loans over the past 2 years, and the FHA still insures about a half 
million seriously delinquent loans that could be eligible for the program. The FHA’s 
program sells some loan pools with almost no strings attached, while others are sold 
through a special “neighborhood stabilization” channel that requires the buyers to 
help families and neighborhoods. The loans sold through neighborhood stabilization 
auctions tend to be geographically concentrated, while the loans sold through the 
national auctions are dispersed among many States. 


newal Could Benefit Millions”, {Washington: The Urban Institute, 2014), available at http:! / 
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This summer, the FHA released outcome data about these pools for the first time 
since the program’s inception. Nearly one quarter of loans sold through the neigh- 
borhood stabilization outcome auctions and resolved have resulted in the home- 
owners sta 3 dng in their homes, at least for the time being. Another 35 percent of 
families have avoided foreclosure through a short sale or similar outcome. Loans 
that were sold in pools without requirements and later resolved, on the other hand, 
had a markedly different outcome. Less than 9 percent of those families remained 
in their homes, and 21 percent avoided foreclosure. In short, the data demonstrate 
that imposing even relatively modest and flexible requirements on auctioned loan 
pools can lead to much better outcomes for households and neighborhoods. The geo- 
graphic concentration of the loans sold through the neighborhood stabilization auc- 
tions may also make it easier for note buyers to service the portfolio. 

Distressed mortgage sale programs, if designed responsibly, can limit the damage 
of the foreclosure crisis by helping homeowners to access foreclosure alternatives, 
supporting neighborhood home prices, and limiting losses to teixpayers. However, if 
loans are simply passed off to the highest bidder without any built-in protections 
for homeowners and neighborhoods, we will have missed an extraordinary oppor- 
tunity to support the housing recovery. 

Thus, as the FHA moves forward with more auctions, we suggest the following 
four overarching recommendations to promote home retention and neighborhood sta- 
bility while still helping the agencies save taxpayer dollars. 

• FHA should impose a set of basic requirements on all buyers in all pools. First, 
the agency should require all buyers to work with existing homeowners to keep 
them in their homes if possible through a sustainable, permanent loan modifica- 
tion (perhaps using the HAMP program). When a loan modification is not pos- 
sible, buyers should be required to pursue short sales or deeds in lieu of fore- 
closure before foreclosing on a property. For properties that go to REO, FHA 
should require that the investor provide an opportunity for owner-occupant pur- 
chase before either selling to another investor or transforming into long-term 
rental. Reasonable requirements of this nature may have less of an impact on 
price than FHA may fear, both because the loans with requirements have sold 
for similar prices to those with no requirements and because demand for all of 
these pools is only growing with time. 

• FHA should help nonprofits participate effectively in the bidding process be- 
cause neighborhood-based nonprofits often produce the best outcomes for fami- 
lies and neighborhoods. To the extent that nonprofits lack either capital or ca- 
pacity, we believe the best option is for FHA to provide a preference to private 
investors that partner with nonprofits and have a track record of serving home- 
owners effectively. 

• Before placing loans in a sale pool, FHA should ensure that mortgage servicers 
have fully complied with the agency’s requirements for attempting to assist bor- 
rowers and that the home is still occupied before placing a loan into distressed 
mortgage sale programs. Reports from buyers and from consumer representa- 
tives indicate that some loans are moving into the program before servicers 
have completed their work with homeowners, and that many homes are vacant 
when the buyer takes possession of them. The Government should be careful 
that servicers are prevented from using the program to evade their contractual 
responsibilities. 

• FHA should collect and share more detailed performance data about the pro- 
grams so the public can fully understand their effectiveness. The agency took 
roughly 2 years to publish its first set of outcomes, and that information is very 
limited. These agencies have an obligation to track in detail what happens to 
the loans after they are sold and to share this information with the taxpayers, 
neighborhoods, and local governments. 

B. FHFA should take additional steps to aid struggling homeowners and com- 
munities. 

As with respect to access to credit, FHFA’s singular role in the housing market 
provides them with many opportunities to support struggling families and commu- 
nities. Over the past several years, the agency has made improvements to the 
HARP refinancing program and to their own Servicing Alignment Initiative that 


Federal Housing Administration, “Quarterly Report on FHA Single Family Loan Sales: 
Data as of May 30, 2014”, (2014) available at http: II portaLhud.gov I hudportal I documents I 
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have provided assistance to many borrowers, but there are many additional steps 
they can take to ensure that both homeowners and neighborhoods are better pro- 
tected. 

1. To assist performing borrowers, improve the HARP program to reach more peo- 
ple. 

The Obama administration’s HARP program has already helped over 2.7 million 
households refinance their mortgages and could reach many more with a few tar- 
geted improvements. The Responsible Homeowner Refinancing Act of 2013 would 
require that Fannie Mae and Freddie Mac eliminate all upfront participation fees 
to borrowers; that the same benefits be available to all eligible lenders, including 
waivers of certain representations and warrantees; and that all borrowers with 
Fannie- and Freddie-backed mortgages will be notified about the program, its eligi- 
bility requirements, and participating lenders. These changes could help more 
homeowners take advantage of low interest rates, lower their monthly mortgage 
payment, and reduce the risk that they will default on their mortgage. 

2. FHFA should join Treasury and FHA in extending the GSE Home Affordable 
Modification Program (HAMP) at least to 2016. 

Some months ago. Treasury announced it would extend its HAMP modification 
program at least through 2016. We urge FHFA to ensure that HAMP will continue 
to be available to Fannie and Freddie borrowers as long as HAMP is available to 
private label borrowers. Moreover, when HAMP expires (and especially if FHFA 
does not require the GSEs to extend HAMP to 2016), FHFA should require Fannie 
and Freddie to implement a new proprietary modification that includes measures 
to ensure affordability, which the current Standard Modification does not do. 

3. To assist troubled borrowers, participate in the HAMP principal reduction alter- 
native and enable borrowers who lose their homes through a short sale or foreclosure 
to buy back their homes at fair market value. 

We are encouraged that FHFA’s strategic plan expresses a commitment to “de- 
velop and actively promote home retention and loss mitigation programs.” Unfortu- 
nately, FHFA still prohibits the Enterprises from engaging in one of the most effec- 
tive forms of loss mitigation: principal reduction. Numerous studies have dem- 
onstrated that principal reductions help keep troubled borrowers in their homes 
more effectively than loan modifications alone. Additionally, the Congressional 
Budget Office has estimated that allowing principal reductions through HAMP on 
loans guaranteed by the Enterprises would result in savings for the taxpayer. 

Lifting this prohibition should be an FHFA priority. FHFA could either design its 
own principal reduction modification or use the HAMP Principal Reduction Alter- 
native (HAMP-PRA). If FHFA is worried about strategic default, HAMP-PRA re- 
quires a borrower to be delinquent or in imminent default, to demonstrate a hard- 
ship, and to meet various other criteria related to the size of the loan, owner-occu- 
pancy, etc. The modification must be both net-present-value positive and affordable 
by the borrower. Working through HAMP also would provide access to Treasury in- 
centive payments and related Treasury programs such as the second-lien modifica- 
tion program (2MP). HAMP-PRA also allows an investor to create a shared appre- 
ciation modification, where any gains upon sale would be shared by the investor and 
homeowner, as some Senators have recommended. 

FHFA has previously raised concerns about the operational burdens associated 
with implementing principal reduction. While these concerns are valid and real. 
Treasury has offered to pay the additional administrative costs required to imple- 
ment HAMP-PRA and to free up human and technical resources that would accel- 
erate implementation of this program. 
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If FHFA will not provide principal reduction, or for homeowners for whom a new 
principal reduction program would not come in time, we encourage FHFA to con- 
tinue to explore additional ways to enable former homeowners to buy back their 
homes at fair market value. Recently, FHFA announced that it will permit former 
homeowners who have gone through a foreclosure or deed-in-lieu to buy back their 
house at fair market value if they are able to obtain financing through a channel 
other than the GSEs. However, most homeowners whose homes are already in the 
REO portfolio are not likely to be in a position to return to their home or to obtain 
financing to do so, given the damage to their credit score and the need to have al- 
ready moved out. 

Instead, FHFA should focus on enabling mission-based organizations to assist 
troubled underwater borrowers in a short sale transaction whereby homeowner can 
repurchase their own home if they can afford the mortgage at the fair market value. 
Sometimes called a “structured short sale,” this transaction provides a way for bor- 
rowers to right-size their mortgage without forcing them through a foreclosure or 
risking an eviction. Borrowers should still be required to meet the GSE’s existing 
hardship requirements for obtaining a short sale. 

4. If and when Fannie Mae or Freddie Mac sell nonperforming loans in bulk, 
FHFA should require that these sales actively promote home retention and neighbor- 
hood stability. 

Between them, Fannie Mae and Freddie Mac hold close to 700,000 seriously delin- 
quent loans. Many of these loans have languished for years, with foreclosures in 
process or imminent. Observers had long speculated that Fannie and Freddie would 
sell these loans to investors at a discounted rate to minimize Enterprise losses, as 
the Federal Housing Administration, or FHA, has been doing. Confirming this spec- 
ulation, this past August, Freddie Mac auctioned its first pool of nonperforming 
loans. 

We encourage FHFA to follow the recommendations we outlined above for FHA 
in making home retention and neighborhood stability an explicit goal for any further 
Enterprise note sales. In particular, we recommend that FHFA impose on pur- 
chasers meaningful post-sale requirements aimed at home retention and neighbor- 
hood stabilization, including an explicit loss-mitigation waterfall; encourage sales to 
nonprofit or other entities who will prioritize these goals; and collect and regularly 
share data on outcomes. Especially given strong investor demand for nonper- 
forming loans, we do not think such requirements would unduly impact investor 
bids for the loans. 

5. FHFA should instruct Fannie and Freddie to reform their approach to lender- 
placed (force-placed) insurance. 

FHFA has recognized that abuses within the lender-placed insurance market — the 
insurance a lender must obtain on behalf of a homeowner if a homeowner’s property 
insurance lapses — are burdensome not only for consumers but also for Fannie Mae 
and Freddie Mac. The GSEs spent $360 million on lender-placed insurance pre- 
miums in 2012 alone, according to the FHFA Office of Inspector General.®® The 
costs of forced-placed insurance are exorbitant because mortgage servicers often re- 
ceive kickbacks — in the form of free or below-cost services, commissions or bo- 
nuses — from insurance companies. Homeowners, and the GSEs when a homeowner 
loses their home to foreclosure, are responsible for paying the FPI bill. 

FHFA took an important step last year to lower FPI costs by prohibiting mortgage 
servicers from collecting commission from insurance companies for buying FPI. 
FHFA also included lowering FPI costs as an objective in the GSEs 2014 perform- 
ance scorecard. However, these steps alone will not bring down the costs of FPI 
since insurance companies, and mortgage servicers are likely to find new ways to 
exchange kickbacks. FHFA must consider a more comprehensive approach to pre- 
vent the kickbacks between insurance companies and mortgage servicers, and we 
recommend they consider allowing the GSEs to purchase insurance directly, instead 


®®Federal Housing Finance Agency, “Foreclosure Prevention Report: May 2014”, (2014) avail- 
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of reimbursing mortgage servicers. Cutting out the middle man could help protect 
consumers and teixpayers from inflated costs. 

C. The Consumer Financial Protection Bureau should continue to improve 

CFPB servicing rules. 

The CFPB’s servicing rules provide essential procedural protections that promote 
better servicing outcomes for homeowners, investors, and communities. The recent 
proposed amendments to that rule make substantial improvements in crucial areas 
including transfers of servicing, bankruptcy, and access to the loss mitigation sys- 
tem for subsequent hardships. They also make important strides in protecting 
homeowners who seek assistance following death or divorce of a cohomeowner. 

However, there are still some basic building blocks to servicing reform that are 
not yet in place. First, servicer compensation reform has been sidetracked and must 
be revived. As long as servicers profit at the expense of homeowners and investors, 
the system will not reliably produce healthy outcomes for the housing market and 
communities regardless of the rules or enforcement thereof. Regulators must come 
together to develop a framework to modernize and rationalize servicer compensa- 
tion. 

Second, with the eventual sunset of the Home Affordable Modification Program 
(HAMP), policymakers need to find a way to require loss mitigation and to require 
sustainable modifications to homeowners that also benefit investors. Loss mitigation 
before HAMP did not always happen, and when it did, it did not always promote 
long-term home retention. Without rules in place, it is possible — perhaps even like- 
ly — that the system will soon forget the lessons of the crisis. To the extent that 
CFPB does not or cannot mandate loss mitigation and a substantive requirement 
for loan modifications. Congress and other regulators should step in to ensure that 
such a requirement is developed. 

Third, we encourage CFPB to continue to address issues that remain outstanding 
in other follow-up actions to their servicing rules. For example, current rules do not 
yet clarify what homeowners need to submit to have their request for assistance re- 
viewed. In addition, borrowers who do not speak English as their native language 
continue to face significant problems communicating orally and in writing with 
mortgage servicing companies. 

D. Polieymakers should take steps to help renters, particularly very low-income 

renters. 

1. FHFA should eapitalize the Housing Trust Fund and Capital Magnet Fund. 

In the Housing and Economic Recovery Act of 2008 that created FHFA, Congress 
created a mechanism by which Fannie and Freddie would capitalize the Housing 
Trust Fund and Capital Magnet Fund, both sources of subsidy to produce affordable 
housing for very low-income families. After FHFA put Fannie and Freddie into con- 
servatorship, however, it prohibited the companies from contributing these funds at 
all. 

While this prohibition may have been justified when the Enterprises were draw- 
ing on taxpayer funds to stay afloat, now that they have returned to profitability, 
there is no justification for continuing the prohibition. We believe that FHFA has 
both the right and the responsibility to direct the Enterprises to begin contributing 
to these funds right away. 

2. Congress should extend the Low-Ineome Housing Tax Credit. 

Since its creation in 1986, the Low-Income Housing Teix Credit, or LIHTC, has 
leveraged more than $100 billion in private investment capital through a dollar-for- 
dollar reduction in a developer’s tax liability, providing critical financing for the de- 
velopment of more than 2.5 million affordable rental homes. The program annu- 
ally supports 95,000 jobs and finances approximately 90 percent of all affordable 
rental housing. Moreover, it is a critical resource to transform communities suf- 
fering from blight. 

Ever since the minimum Housing Credit rate expired at the end of 2013, Housing 
Credit developments have been underwritten using a floating rate, which has hov- 
ered near 7.5 percent. The tax extenders package from the House would provide a 
minimum 9 percent credit rate through January 1, meaning there are essentially 
no housing deals that will benefit from this provision. Congress should extend the 
Housing Credit’s 9 percent minimum credit rate floor for 2 years until the end of 
2015 so at least 1 year would have the full benefit. 


'^‘^LISC, “The Low Income Housing Tax Credit”, (2013), available at http:! I www.lisc.org ! 
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3. Congress should protect important programs for affordable housing from budget 
cuts. 

In 2012, 75 percent of extremely poor households paid more than half of their 
meager incomes for housing. This results in little left over for groceries, medication, 
transportation, and other of life’s necessities. It also is a strong determinant of 
homelessness, which is much more expensive than rental assistance to mitigate. 

hud’s rental assistance programs (public housing, project-based Section 8, and 
housing choice vouchers), which serve about 5 million extremely low income house- 
holds, are facing a big threat next year: sequestration. HUD programs, although 
they serve the poorest households, are not exempt from sequestration’s impacts. Se- 
questration has already led to 100,000 fewer low-income families receiving housing 
vouchers. As a result of sequestration and other austerity measures enacted since 
2011, nondefense discretionary funding in FY14 was about 15 percent below 2010 
levels, adjusted for inflation. Without action to stop sequestration, in FY16 non- 
defense discretionary programs will decline to 3.1 percent of GDP — equal to the low- 
est level in at least 60 years. These programs already serve only one quarter of 
those eligible, and it is critical not to cut these budgets further. Congress must 
protect these most vulnerable residents from losing one of the few forms of housing 
assistance currently available. 

Additionally, we recommend a renewed commitment of funding to the HOME In- 
vestment Partnerships program. This program creates affordable housing for people 
in need nationwide — since 1992 over one million homes. It does so by giving States 
and localities the flexibility to deploy scarce resources to the affordable housing 
challenges particular to their communities. HOME leverages other resources almost 
four to one, and frequently is critical gap financing for Low Income Housing Tax 
Credit properties. 

4. Congress and agencies should act to encourage renters to increase their savings. 

Another opportunity for addressing inequality in our housing market lies in devel- 
oping programs that effectively encourage renters to build assets. Renter households 
in the United States have a median net worth of about $5,100, while households 
that own homes have a median net worth of more than $170,000. This inequality 
remains true when comparing renters with incomes comparable to their homeowner 
counterparts. A significant cause of this phenomenon is the fact that mortgage 
payments typically represent a form of “forced savings,” while renting lacks a simi- 
lar mechanism to encourage households to save. The proportion of the population 
who rents is expected to grow in the coming years, portending an increase in our 
Nation’s already large wemth inequality. 

Addressing this issue will not be easy, but research and experience suggest there 
are ways we can encourage more renters to save. HUD’s Family Self-Sufficient Pro- 
gram, which escrows into a separate account the increased portion of rent a public 
housing tenant would be expected to pay if their income increases, has proven to 
be a powerful savings vehicle for many participating households. We support leg- 
islative efforts to enhance and extend this program to more groups of renters receiv- 
ing some kind of Government assistance. 

Programs implemented by nonprofits and for-profit landlords alike likewise show 
promise in promoting savings among renting households. And behavioral economics 
research suggests that an effective renter savings program would make savings 
automatic, make participation easy, give short-term rewards for saving and, if pos- 
sible, provide a match for savings. ™ As more families rent rather than own homes. 


Douglas Rice, “Sequestration’s Rising Toll: 100,000 Fewer Low-Income Families Have Hous- 
ing Vouchers”, (Washington: Center on Budget and Policy Priorities, 2014), available at http:! / 
www.cbpp.org I cms ! index.cfm?fa=view&id=4229. 

'^^Rice, “Better Federal Policy Needed To Address Rental Affordability Crisis”. 

Joint Center for Housing Studies, “The State of the Nation’s Housing 2013: Appendixes”, 
(2013) Table A-6, available at http:! Iwww.jchs.harvard.edu I sites tjchs.harvard.edu I files! 
son2013 chapj appendix tahles.pdf. 

Joint Center for Housing Studies, “America’s Rental Housing: Evolving Markets and 
Needs”, (2013), available at http:! I www.jchs.harvard.edu (sites I jchs.harvard.edu! files! 
jchs americas rental housing 2013 1 O.pdf. 

Hannah Emple, “Asset-Oriented Rental Assistance: Next Generation Reforms for HUD’s 
Family Self-Sufficiency Program” (Washington: New America Foundation, 2013); Planmatics, 
Inc. and Abt Associates Inc., “Evaluation of the Family Self-Sufficiency Program: Prospective 
Study” (U.S. Department of Housing and Urban Development, Office of Policy Development and 
Research, 2011). 

See the Family Self-Sufficiency Act (S. 454), introduced by Sens. Reed and Blunt. 

'^®This research is summarized in David Abromowitz and Sarah Edelman, “As More House- 
holds Rent, How Can We Encourage Them to Save?” (Washington: Center for American 
Progress, 2014), available at https:! twww.americanprogress.org tissues (housing (report! 2014! 
09 ! 10! 96706 ! as-more-households-rent-how-can-we-encourage-them-to-save ! . 
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it is critical to ramp up the policy discussion about how to make it easier for renters 
to build wealth. 

Conclusion 

In the aftermath of the Great Recession, policymakers face some important 
choices. We can tolerate a weaker housing market in which fewer families build 
wealth through home ownership, more lower-income renters must choose between 
decent housing and other necessities, and too many communities lack access to safe 
and affordable mortgage credit. Alternatively, we can work to create a healthier and 
more equitable housing market by promoting sustainable home ownership, afford- 
able rental housing, and stronger neighborhoods. Choosing the latter will require ac- 
tion by a wide array of policymakers and market participants, which is challenging. 
Ultimately, however, by working together, we can create a more robust, fairer hous- 
ing market that drives economic growth and promotes opportunity for America’s 
families. 

Thank you again for inviting me to testify today. I look forward to continuing to 
engage with you on these and other issues. 


PREPARED STATEMENT OF DEBORAH GOLDBERG 

Special Project Director, National Fair Housing Alliance 

December 9, 2014 

Good morning, Mr. Chairman and Members of the Subcommittee. Thank you for 
the opportunity to testify here today on “Inequality, Opportunity, and the Housing 
Market”. My name is Debby Goldberg, and I am a Special Project Director at the 
National Fair Housing Alliance (NFHA). Founded in 1988, and headquartered in the 
District of Columbia, the National Fair Housing Alliance is a consortium of more 
than 220 private, nonprofit fair housing organizations. State and local civil rights 
groups, and individuals from 37 States and the District of Columbia. Through com- 
prehensive education, advocacy, and enforcement programs, NFHA seeks to provide 
equal access to housing for millions of people. 

The title for this hearing is one that resonates with NFHA and its members. We 
work at the intersection of housing and opportunity, and we are very mindful of the 
impact that where people live has on so many aspects of their lives. It determines 
whether they have access to good schools, good jobs, quality health care, good trans- 
portation, a healthy environment, and so much more — the kinds of resources and 
opportunities that we all need to flourish. As Americans, we believe strongly that 
everyone should have access to opportunity, regardless of the color of their skin, 
their gender, their ancestry, the language they speak, where they worship, or 
whether they have children. Unfortunately, the reality often differs from this ideal, 
as we can see clearly in the housing market. 

My testimony today will focus on widespread problems in the maintenance and 
marketing of foreclosed properties, particularly in communities of color, and the 
long-term impact of those problems. It is based on a 5 year investigation conducted 
by the National Fair Housing Alliance. I will also describe some of the patterns and 
practices that, over many decades, created the conditions in which these problems 
could take root. Finally, I will draw some lessons for future policies and programs 
that are suggested by the conclusions of our investigation. 

Why Homeownership Matters 

Home ownership has long been the key to opportunity in this country — a path 
into the middle class. Home ownership has provided millions of families the means 
to create economic stability and build wealth. Families have used the equity in their 
homes to send their kids to college, start or expand small businesses, weather eco- 
nomic hardships, fund retirement, and pass along wealth to the next generation. 

But home ownership rates in the U.S. vary tremendously by race and national 
origin, and have done so for many decades. According to the Census Bureau, ^ in 
1994, some 70 percent of White households were homeowners, while for both Black 
and Hispanic households the rate was closer to 42 percent. In 2004, the White home 
ownership rate hit a high of 76 percent, while the rates for Black and Hispanic 
households rose to 49 percent. At the end of the third quarter of this year, the White 
home ownership rate had fallen to 72.6 percent, and the rates for Blacks and His- 
panics were 42.9 percent and 45.6 percent, respectively. As these figures illustrate, 
while home ownership rates have risen and fallen for all homeowners, the gap be- 


^See “Quarterly Homeownership Rates by Race and Ethnicity of Householder: 1994 to 
Present”, available at http:! / www.census.gov / housing ! hvs I data I histtabs.html. 
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tween home ownership rates for White households and others has remained remark- 
ably constant. Households of color have not experienced the benefits of home owner- 
ship to the same degree as their White counterparts. 

There are many factors that explain these differences. They include policies of the 
Federal Government, enacted many decades ago, that provided access to affordable 
home ownership for White families while denpng it to their Black counterparts. 
Foremost among these were the early policies of the Federal Housing Administra- 
tion (FHA). FHA fueled the expansion of the suburbs in the post-World War H era, 
insuring construction loans for companies building new subdivisions, as long as they 
agreed not to sell any of the houses to Black families. Similarly, FHA’s insurance 
for individual mortgages made long term, fixed rate, low downpayment loans avail- 
able to White families of modest means, but excluded Black families from obtaining 
similar mortgages. ^ This practice came to be known as “redlining.” FHA has long 
since changed its policies, and has become an important source of mortgage financ- 
ing for many families, including families of color. But the policies it adopted in its 
early years laid the foundation for the differences in home ownership rates that we 
see today. And the policy changes alone have not eliminated the gap. 

These Federal Government policies were adopted by those in the private sector, 
and for decades, inner city communities, communities of color, and low- and mod- 
erate-income communities were redlined — denied access to affordable, sustainable 
mortgages from mainstream financial institutions. 

During this past decade, communities of color that had previously been starved 
for credit were flooded with subprime and other unsustainable mortgages, a phe- 
nomenon that some have called “reverse redlining.” According to the Federal Re- 
serve Board, in 2006-2006 — the peak subprime lending years — more than 53 per- 
cent of the home purchase loans made to African Americans nationwide were 
subprime loans, as were more than 49 percent of the refinance loans made to these 
borrowers. African American borrowers were 3 times more likely to get a subprime 
home purchase loan and 2 times more likely to get a subprime refinance loan than 
White borrowers. During those same years, more than 46 percent of the home pur- 
chase loans made to Latino borrowers were subprime, as were more than 34 percent 
of the refinance loans made to Latinos. They were 2.5 times more likely to get a 
subprime home purchase loan and more than 1.5 times more likely to get a 
subprime refinance loan than White borrowers. ^ 

These differences cannot be explained by the creditworthiness of the borrowers. 
A Wall Street Journal analysis of subprime loans made in 2005-2006 found that 
more than half of the borrowers (55 percent in 2005, 61 percent in 2006) would have 
qualified for a prime mortgage. Evidence from several fair lending cases brought 
by the Department of Justice found that some lenders steered thousands of African 
American and Latino borrowers into subprime loans even though they were quali- 
fied for prime mortgages. ® 

These subprime loans, and other exotic mortgage products offered during the 
early and mid-2000s proved to be expensive and unsustainable. They contained 
many risky features, such as high upfront costs, negative amortization and adjust- 
able payments that caused monthly payments to rise rapidly. They were targeted 
and heavily marketed to borrowers for whom they were not a suitable product, par- 
ticularly borrowers of color. And they defaulted at historic rates. Research from the 
Federal Reserve Bank of San Francisco found that more than 35 percent of the 
subprime first lien mortgages originated in 2006 defaulted within the first 24 
months, compared to just over 10 percent of prime first lien mortgages originated 
in the same year. ® 


2 For a more detailed description of the racially exclusionary policies of the FHA and other 
Government agencies, see Richard Rothstein, “The Making of Ferguson: Public Policies at the 
Root of Its Troubles”, Economic Policy Institute, October 15, 2014, available at http:! j 
www.epi.org ! publication! making- fguson! . 

^Avery, Robert B., Kenneth P. Brevoort, and Glenn B. Canner, “Higher-Priced Home Lending 
and the 2005 HMDA Data”, Federal Reserve Bulletin, available at http:!! 

www.federalreserve.gov I pubs /Bulletin 1 2006 1 hmdaldefault.htm; and “The 2006 HMDA Data”, 
Federal Reserve Bulletin vol. 93, December 21, 2007, available at http:/ / 

www.federalreserve.gov /pubs! bulletin / 2007 / 07index.htm. 

^Brooks, Rick and Ruth Simon, “Subprime Debacle Traps Even Very Creditworthy”, Wall St. 
Journal, December 3, 2007. 

^See, for example, the cases brought by DOJ against Bank of America’s Countrywide unit 
and Wells Fargo. Details available at http:/ j www.justice.gov j crt j about j hce i whatnew.php. 

^Amromin, Gene, and Anna L. Paulson, “Default Rates on Prime and Subprime Mortgages: 
Differences and Similarities”, Profitwise News and Views, Federal Reserve Bank of San Fran- 
cisco, September, 2010. 
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The result has been a deluge of foreclosures — an estimated 5 million since 2008. 
Just as subprime lending was concentrated in communities of color, so have fore- 
closures been concentrated in these communities. Neighborhoods that were targeted 
for subprime lending have become neighborhoods with high rates of foreclosure. In 
2011, the Center for Responsible Lending (CRL) found that, “Nearly 25 percent of 
loans in low-income neighborhoods and 20 percent of loans in high-minority neigh- 
borhoods have been foreclosed upon or are at high risk of default.”® CRL’s research 
also found that, “Approximately one quarter of all Latino and African American bor- 
rowers have lost their home to foreclosure or are seriously delinquent, compared to 
just under 12 percent for White borrowers.” As these statistics suggest, in many 
communities of color, there are now large numbers of vacant, foreclosed properties, 
also known as REOs (Real Estate Owned properties). 

NFHA’s REO Investigations 

Several years into the foreclosure crisis, NFHA began to hear complaints about 
the neglect of REO properties and the negative impact of those properties on the 
surrounding neighborhoods. This prompted us to begin investigating the REO main- 
tenance and marketing practices of major lenders and the Government Sponsored 
Enterprises (GSEs). Since April, 2009, in partnership with 17 of our members, 
NFHA has inspected 3,726 foreclosed properties in 29 metropolitan areas and 22 
States. Some of these properties are located in predominantly White neighborhoods. 
Others are located in predominantly Black and/or Hispanic neighborhoods. Many of 
these neighborhoods are stable communities where the rate of home ownership is 
high. At each house, our investigators evaluate more than 30 aspects of mainte- 
nance and marketing, including curb appeal, structural integrity, signage, indica- 
tions of water damage and the condition of the paint, siding, gutters, and down- 
spouts. 

Our Findings 

The findings of our investigation are detailed in the report, “Zip Code Inequality: 
Discrimination by Banks in the Maintenance of Homes in Neighborhoods of Color”, 
a copy of which is attached to my testimony. This is the third report NFHA has 
issued since our investigations began in 2009, and unfortunately, the findings de- 
scribed in this report are as troubling as our earlier ones. What we found in many 
cases was that the system for managing REO properties in communities of color was 
broken. The companies that were hired to do the on-the-ground work of maintaining 
and marketing foreclosed properties failed to do their jobs properly. The banks, own- 
ers and investors who hired those on-the-ground companies failed to manage and 
oversee their work. And, for the most part, the Federal agencies with supervisory 
responsibility in this area failed to provide the guidance and oversight needed. The 
problem was particularly acute in communities of color, with a negative impact on 
the families who lost their homes to foreclosure, the families in the surrounding 
homes, and the cities in which those homes were located. In all of these ways, these 
neglected properties are a drag on our broader economic recovery. Because the prob- 
lems are most acute in communities of color, they constitute a violation of the Fed- 
eral Fair Housing Act, which prohibits discrimination in all aspects of housing, in- 
cluding marketing and maintenance, on the basis of race, color, religion, sex, na- 
tional origin, family status, or disability. The Fair Housing Act also requires Federal 
agencies with housing and community development programs and activities to ad- 
minister those programs and activities in a manner “affirmatively to further” the 
purposes of the Act. That is, in a manner to combat the problems associated with 
segregation and take steps to overcome them. The Fair Housing Act provides both 
a mandate and a tool for dealing with the kinds of problems we found with fore- 
closed homes in communities of color across the country. 

Some of the highlights of our findings are described below. 

We found that REO properties in White neighborhoods were well-cared for and 
well-marketed. They were more likely to have neatly manicured lawns, securely 
locked doors, and attractive, professional “For Sale” signs out front. These properties 
tended to be maintained to the standards of other homes in the neighborhood and 


'^CoreLogic estimates that 4.4 million foreclosures were completed between 2008 and May, 

2013. It estimates another 594,000 foreclosures were completed between June, 2013, and May, 

2014. See CoreLogic National Foreclosure Report, May, 2013, available at http: I ! 

www.corelogic.com / research I foreclosure-report I national-foreclosure-report-may-2013.pdf and 

CoreLogic National Foreclosure Report, May, 2014, available at http://www.corelogic.com/re- 
search / foreclosure-report ! national-foreclosure-report-may-2014.pdf. 

®Bocian, Debbie Gruenstein, Wei Li, Carolina Reed, and Roberto G. Quercia, “Lost Ground, 
2011: Disparities in Mortgage Lending and Foreclosures”, Center for Responsible Lending, No- 
vember 2011. 
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attractive to real estate agents and potential homebuyers. Someone driving down 
the street would likely never know that the property was for sale because of a fore- 
closure. 

In contrast, REO properties in communities of color were more likely to have over- 
grown yards, trash on the premises, unsecured doors, and broken or boarded win- 
dows. These properties were not maintained to the standards of nearby homes. They 
appeared abandoned, blighted, and unappealing to potential homebuyers, even 
though they were located in stable neighborhoods where the surrounding homes 
were well maintained. 

Overall, our investigation found that, compared to REO properties in White com- 
munities, REOs in communities of color were: 

• 2.2 times more likely to have significant amounts of trash and debris on the 
premises; 

• 2.3 times more likely to have unsecure, broken, or damaged doors; 

• 2.0 times more likely to have damaged, broken, or boarded windows; 

• 2.1 times more likely to have holes in the structure; and 

• 1.3 times more likely to lack a professional “for sale” sign. 

In some cities, the disparities were much starker. For example: 

• In Memphis, TN, REOs in communities of color were 8.8 times more likely to 
have significant amounts of trash and debris littered throughout the property 
than REOs in White communities. 

• In Hampton Roads, VA, REOs in communities of color were 6 times more likely 
to have unsecured, damaged, or boarded doors than REOs in White commu- 
nities. 

• In Miami, FL, REOs in communities of color were 3.7 times more likely to have 
overgrown grass or dead leaves on the property than REOs in White commu- 
nities. 

• In Kansas City, MO/KS, REOs in communities of color were 3.6 times more 
likely to have damaged, broken or boarded windows than REOs in White com- 
munities. 

Further, these maintenance deficiencies were cumulative. That is, REOs in com- 
munities of communities of color were more likely to have a greater number of defi- 
ciencies than those in White communities. In our investigation, 43.2 percent of 
REOs in White communities had fewer than 5 deficiencies, compared to only 21.7 
percent of those in communities of color. Conversely, 32 percent of the REOs we in- 
spected in communities of color had 10 or more deficiencies, compared to only 12.4 
percent of those in White communities. 

In other words, REOs in communities of color were much more likely to have a 
great many deficiencies — such as large quantities of trash, broken or unsecured 
doors and/or windows, holes in the roof, missing or damaged gutters and down- 
spouts, overgrown lawns and invasive plants, graffiti, damaged siding, and exposed 
or damaged utilities — than those in White communities. 

Poor Maintenance Causes Many Problems 

These cumulative deficiencies lead to a host of problems. For example, they can 
cause health problems, both physical and mental. REOs with unsecured doors and 
windows invite trespassers and vandals, as well as rodents, insects, cats, dogs, and 
wildlife. These, in turn, can increase the risk of disease, and may also be triggers 
for asthma for nearby residents. There are other health consequences, as well. Re- 
cent research published by the American Heart Association found that living near 
a foreclosed home that remains vacant for some period of time increases a person’s 
chance of developing high blood pressure. People who live near vacant properties 
may feel an increased sense of social isolation, affecting their psychological well- 
being. They are also less likely to walk, run, and play outside, with further health 
consequences. 

Poorly maintained REOs may also cause safety problems. They attract vagrants 
and criminal activity, and may be fire and safety hazards. Some of the REOs visited 
in NFHA’s investigation have become the houses where people party on the week- 
ends or engage in illicit activities, or where squatters take over. They also con- 
tribute to violent crime in a community. Research shows that for every 1 percent 
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increase in the foreclosure rate in a census tract, violent crimes increase by 2.33 
percent. ® 

All of these problems place an increased burden on municipal fire, police, health 
care, and other resources. At the same time, their poor condition depresses the 
value not only of these properties, but also the surrounding homes, even those that 
are occupied and well-maintained. This results in lower tax revenues for municipali- 
ties, even as they must expend more resources to cope with the problems created 
by the REOs. It is not surprising that a number of cities have taken legal action 
in an effort to recoup the increased costs they experience in dealing with vacant, 
poorly maintained REOs. One example is the City of Los Angeles, which has sued 
both Deutsche Bank and U.S. Bancorp over their failure to comply with municipal 
building codes in their maintenance of foreclosed homes in that city. 

Investor Purchases of REOs 

The poor maintenance and ineffective marketing of REO properties in commu- 
nities of color also have an impact on who ultimately purchases these properties. 
In order to understand this relationship better, NFHA tracked the sales of REOs 
that were part of its earlier investigations in two Maryland Counties, Montgomery 
and Prince George’s, and in Memphis, TN. In Maryland, we found that investors 
purchased 59 percent of REO properties that were poorly maintained (had 10 or 
more deficiencies), compared to 36 percent of those that were well maintained. 
Owner-occupants purchased 46 percent of the well maintained REOs, compared to 
only 12 percent of those that were poorly maintained. Because of the higher inci- 
dence of poor maintenance in communities of color, 52 percent of the REO properties 
whose sales we tracked in those communities were purchased by investors, com- 
pared to 33 percent of those in White communities. 

We found similar outcomes in Memphis. There, 70 percent of the REOs with 10 
or more deficiencies were sold to investors, compared to 46 percent of those that 
were well-maintained. Fifty-one percent of the well maintained properties were sold 
to owner-occupants, compared to only 20 percent of the poorly maintained REOs. In 
communities of color, 70 percent of the REOs were sold to investors, compared to 
18 percent in White communities. Twenty-four percent of REOs in communities of 
color were sold to owner-occupants, compared to 78 percent in White communities. 

The Role of the Fair Housing Aet 

The Federal Fair Housing Act requires banks, trustees, investors, servicers, and 
any other responsible party to maintain and market properties that are for sale or 
rent without regard to the race or national origin of the residents of a neighborhood. 
It is illegal to treat a neighborhood differently because of the race or national origin 
of the residents. Moreover, the law obligates banks, trustees, investors, and 
servicers to monitor the actions of vendors engaged in performing housing-related 
transactions to ensure that those third party entities comply with fair housing laws 
and obligations. Banks, trustees, investors and servicers who fail to ensure that the 
REOs they own and for which they are responsible are maintained and marketed 
without regard to the race or national origin of the residents of the neighborhood 
may be violating the Act. 

The Fair Housing Act also requires Federal agencies (including those with regu- 
latory or supervisory responsibility over financial institutions) with programs or ac- 
tivities related to housing and community development to conduct those programs 
and activities in a manner that affirmatively furthers the purposes of the Act. Those 
purposes are two-fold: to eliminate discrimination from the housing market, and to 
overcome the negative effects of entrenched segregation. The subprime lending that 
was targeted to communities of color and the subsequent surge in foreclosures in 
those communities has exacerbated the problems related to segregation. Failure to 
maintain and market these properties properly makes the problems even worse. 

The Federal agencies responsible for overseeing the activities of banks, other in- 
vestors and the GSEs have both the authority and obligation to ensure that they 
do not violate the Fair Housing Act in their maintenance and marketing of REO 
properties. Effective oversight can help stem this problem. To date, only the Federal 
Reserve Board has taken action in this area. It has provided guidance to the institu- 
tions it supervises about the liability to which they may be exposed for failure to 


9 Immergluck, Dan, “The Impact of Single-Family Mortgage Foreclosures on Neighborhood 
Crime”, Vol. 21, No. 6 in Housing Studies, 851—866, http:! I www.prism.gatech.edu I dil7 ! 
HousingStudies,pdf. 
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ensure effective management of their REOs in communities of color. Further, the 
Board is incorporating this issue into the risk assessments it conducts for institu- 
tions in advance of an on-site examination. To NFHA’s knowledge, none of the other 
Federal agencies with fair housing responsibilities have taken similar action. 

Recommendations 

Based on the results of our investigations into the management, maintenance, 
and marketing of REO properties, NFHA recommends that a number of steps be 
taken to prevent the kinds of problems we identified. These are detailed in our re- 
port, and I provide some highlights below. 

• Better Oversight From Federal Regulators and Congress — Many of the entities 
that have engaged in discriminatory practices in the REO market are federally 
regulated. Federal regulators, including the Federal Housing Finance Agency, 
Federal Reserve and others must be vigilant in their supervision to ensure that 
banks and the GSEs do not implement practices that harm neighborhoods of 
color or homeowners from protected classes under the Fair Housing Act. The 
CFPB also has a role to play as the key regulator of mortgage servicing. It does 
not have authority under the Fair Housing Act, but does have authority under 
the Equal Credit Opportunity Act. Congress must hold hearings to investigate 
discrimination in the REO arena so that neighborhoods of color and the busi- 
nesses that support these neighborhoods are not left behind in the economic re- 
covery. 

• Sales Practices Should Help Stabilize Communities — banks and other owners of 
REOs should not allow the homes to sell at auction for prices significantly below 
the market value of other homes in the neighborhood. 

• Selection and Management of REO Vendors — all of the vendors selected to work 
on the disposition of REOs should receive high-quality fair housing training, 
should not be the subject of pending discrimination complaints, and should have 
resolved any past complaints of discrimination successfully. 

• Marketing and Disposition Practices — brokers selected to list REO properties for 
sale should have an office in close proximity to the property, have the capacity 
to closely manage and oversee the treatment of the REO, and should not have 
any discrimination actions pending or any past complaints that were not re- 
solved satisfactorily. Further, banks and other REO owners should implement 
better incentives for their brokers to sell to owner-occupants rather than inves- 
tors and should severely restrict bulk sales. They should also make sure that 
some of these homes are made available to nonprofit community development 
organizations, community land trusts, and other community-based and commu- 
nity-minded institutions that have a vision for rebuilding healthy and vibrant 
neighborhoods. 

• Quality Control Measures — Banks and other owners must implement better 
quality control measures across the board, with swift and severe penalties for 
vendors who fail to do their work in a professional manor. Special attention 
must be directed to neighborhoods that have been found to be vulnerable to 
poor work by vendors, including neighborhoods that are predominantly African 
American, Latino, or Asian American, as well as low- and moderate-income 
neighborhoods. 

• Transparent, Accurate, and Accessible Information About REO Ownership — 
Every bank or REO owner should maintain a public database containing all of 
its REO listings, including the name and contact information of those respon- 
sible for the maintenance or sale of the property. Neighbors and local advocates 
must have access to clear ownership records that are updated in an accurate 
and timely manner. Local governments should continue to implement Vacant 
Property Registries, monitor these registries, and routinely address any viola- 
tions. 

• Create a Path Back to Home Ownership — Five million families have lost their 
homes to foreclosure since September, 2008. Evidence from Federal enforcement 
actions tells us that many of these families were steered into loans that were 
more risky and more costly than their financial qualifications should have dic- 
tated. Others have been caught between record high levels of sustained unem- 
ployment and falling home prices that have made it impossible for them to sell 


Federal Reserve Board Supervision and Regulation Letter SR 12-10 / CA 12-9, Ques- 
tions and Answers for Federal Reserve-Regulated Institutions Related to the Management of 
Other Real Estate Owned (OREO) June 28, 2012, available at http:! t www.federalreserve.gov I 
bankinforeg / srletters I srl210al.pdf. 
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or refinance their homes. Offering these families a path back to home ownership 
is an important component of rebuilding stable, vibrant communities. Because 
so many of these families have been families of color, it is also a fair housing 
issue. 

Loss of Wealth Due to Foreclosures and Implications for the Future 

The foreclosure crisis has drained enormous wealth from communities across the 
country — an estimated $2.2 trillion, according to CRL. Half of that amount, $1.1 tril- 
lion, has been lost by communities of color. To be clear, this is not the direct cost 
to families who have lost their homes to foreclosure, but rather the loss to families 
in nearby homes due to the decline in the value of their homes. The Pew Research 
Center reached similar findings. Between 2005 and 2009, according to Pew, Blacks 
and Hispanics lost 53 percent and 66 percent of their household wealth, respec- 
tively, due to declining property values. In contrast. White households experienced 
a 16 percent loss in median household wealth. Thus, while the typical White house- 
hold had $113,149 in wealth in 2009, the typical Black household had only $5,677. 
For the typical Hispanic household, that figure was $6,325. 

This loss of wealth has tremendous implications for the future. It limits the abil- 
ity of families of color to tap the equity in their homes in the way that so many 
others have done: to send their kids to college, to start or expand a small business, 
to weather financial difficulties, to fund retirement, and to pass along wealth to the 
next generation. In other words, it limits their options and opportunities. 

This, in turn, has tremendous implications for the housing market and the econ- 
omy as a whole. Seven out of ten new households formed over the next decade will 
be households of color. By 2025, people of color will make up nearly half of the 
typical first-time homebuyer population. If this group cannot afford to buy homes, 
the housing market may stall. Current homeowners may have difficulty selling their 
existing homes, whether to downsize as they age or to meet other needs. In order 
to maintain a robust housing market and a thriving economy, we must ensure that 
we address the lingering problems in communities hard hit by foreclosures and pro- 
vide access to affordable, sustainable credit for borrowers of color. 

Lessons for Other Polieies and Programs 

NFHA’s investigations into the management of REOs provide a window into the 
devastation caused by the foreclosure crisis, to the housing market, the overall econ- 
omy, and especially to communities of color. It is a reminder of the importance of 
taking effective action to prevent abusive lending practices from causing this kind 
of devastation in the future. Full recovery will also require us to take affirmative 
steps to help people affected by foreclosure get back on their feet and to revitalize 
the hardest hit communities. Congress has an important role to play in this effort, 
as it shines a light on housing problems in hearings like this and as it oversees the 
work of relevant Federal agencies. 

Reforming the Mortgage Market 

One way to prevent a recurrence of the foreclosure crisis is to ensure that the 
risky mortgage products and lending practices that characterized the subprime 
boom do not creep back into the mortgage market, either in the forms we saw dur- 
ing the 2000s or in new and different forms. By enacting the Dodd-Frank Wall 
Street Reform and Consumer Protection Act of 2010, with its prohibitions against 
the riskiest features of the types of mortgages and lending practices that caused the 
crash. Congress took an important step toward eliminating abusive mortgage lend- 
ing practices. The regulations that the Consumer Financial Protection Bureau has 
issued to implement those statutory provisions will help ensure that Congressional 
intent is carried out. However, abusive practices can only be fully eliminated when 
strong regulations are accompanied by strong oversight and effective enforcement. 
In this, all of the Federal agencies with responsibilities for oversight of the mortgage 


^i“2013 Update: The Spillover Effects of Foreclosures”, Center for Responsible Lending, Au- 
gust 19, 2013, available at http:! I www.responsiblelending.org I mortgage-lending I research-anal- 
ysis I2013-crl-research-update-foreclosure-spillover-effects-final-aug-19-docx.pdf. 

i^Kochhar, Rakesh, Richard Fry, and Paul Taylor, “Twenty to One: Wealth Gaps Rise to 
Record Highs Between Whites, Blacks, and Hispanics”, Pew Research Center, July 26, 2011, 

available at http: ! / www.pewsQcialtrends.org j files 1 2011 / 07 1 SDT-Wealth-Report 7-26- 

ll_FINAL.pdf 

See The Joint Center for Housing Studies of Harvard University, “The State of the Nation’s 
Housing: 2013”, available at http:! ! www.jchs.harvard.edu ( sites ! jchs.harvard.edu ( files ! 
son2013.pdf. 

See The Joint Center for Housing Studies of Harvard University, “The State of the Nation’s 
Housing: 2014”, available at httpij I www.jchs.harvard.edu I research I state nations housing. 
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market have important roles to play in policing the marketplace, as does Congress 
in its role as overseer. 

While it is important to shore up the regulatory system to prevent risky and abu- 
sive products and practices, it is critical to balance this risk reduction effort with 
the need to preserve access to affordable, sustainable credit for creditworthy bor- 
rowers. This means we should eliminate the features that, when layered together, 
made loans unsustainable — such as high points and fees, negative amortization, 
rapidly rising monthly payments, and the like. At the same time, we must be care- 
ful not to impose requirements, such as large downpayments, that bear little rela- 
tionship to risk but have the effect of eliminating a great many creditworthy poten- 
tial borrowers, particularly borrowers of color, from eligibility for a mortgage. Simi- 
larly, we must ensure that the pricing policies adopted by the GSEs and FHA do 
not unfairly and unnecessarily shut these borrowers out of the market. 

Another way to ensure that borrowers and communities are not further harmed 
by widespread foreclosures is to prevent those foreclosures that can be avoided, both 
now and in the future. This requires reforms to mortgage servicing. The CFPB has 
issued regulations to begin this process, and has further regulations in this area out 
for public comment now. The testimony of Julia Gordon, from the Center for Amer- 
ican Progress, addresses these regulations and NFHA endorses her comments on 
this subject. 

Sale of Nonperforming Loans 

There are a great many borrowers currently at risk of foreclosure, whose loans 
are in default. Many of these loans are owned or backed by entities under Federal 
control. The Federal Housing Administration has more than 311,000 mortgages that 
are 90 days delinquent, and the two GSEs have another $100 billion of seriously 
delinquent loans, Both are taking steps to minimize their losses by selling pools 
of these nonperforming loans to investors rather than putting them through the 
foreclosure process. FHA has created the Distressed Asset Stabilization Program 
(DASP), and this past summer, FHFA authorized a bulk sale of nonperforming loans 
by Freddie Mac, which is expected to be the first in a number of such sales by both 
GSEs. In theory, selling these loans for an amount below the unpaid principal bal- 
ance creates the opportunity for a win-win-win situation. The agencies that own or 
back these loans get an immediate return on the sales and eliminate their exposure 
to future risk. The investors who purchase these loans get a bargain and the oppor- 
tunity to restructure the loan and create a stream of income for the future. The 
homeowner gets a shot at a restructured loan, which may include a reduced loan 
balance, which is affordable and sustainable and allows them to stay in the home. 
This avoids a foreclosure, which is costly to all parties. It avoids the potential prob- 
lems that NFHA’s investigation into REO maintenance and marketing identified, 
and it helps to stabilize the community, preserving the value of other loans in the 
same area that are owned or backed by the agency. 

In order to achieve this triple bottom line, however, the sales of loan pools must 
be structured to accomplish all of these goals. To the extent possible, pools should 
be sold to mission-driven nonprofits or mission-minded for-profits that are com- 
mitted to preserving home ownership for the largest possible number of borrowers. 
The desired outcomes and program parameters should be explicit, and purchasers 
should be required to report on the outcomes they achieve. The programs should be 
transparent, with information about outcomes made available to the public. And 
steps must be taken to ensure that borrowers of color are treated fairly and have 
the same opportunity to save their homes as other borrowers. 

In addition, before any loan is sold, it is critical to ensure that all of the required 
loss mitigation steps have been taken. Servicers should document the steps they 
have taken, and the responsible agency should verify the accuracy of that docu- 
mentation. Borrowers should be notified in advance that their loan may be sold, and 
should be informed of the loss mitigation steps their servicer says it has taken. In 
this way, the borrower can help with the verification process. 

HUD is moving in the right direction with its DASP program, but that program 
can and should be strengthened. Provisions like these were not built into the non- 
performing loan sales that Freddie Mac conducted last summer, and to date, it is 
not clear whether or how FHFA will structure future sales by the GSEs to accom- 


Annual Report to Congress Regarding the Financial Status of the FHA Mutual Mortgage 
Insurance Fund Fiscal Year 2014, U.S. Department of Housing and Urban Development, Fed- 
eral Housing Administration, November 17, 2014. 

^^Chrisman, Rob, “Non-Performing Loan Market on Fire; Rates Back to June 2013 Levels but 
Production May Drag”, Mortgage News Daily, August 18, 2014. 
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plish these goals. This is another area where Congressional oversight would be use- 
ful. 

Conclusion 

We have made substantial progress in dealing with the foreclosure crisis, but 
there is more work to do to restore a robust housing market and ensure that all 
communities have an opportunity to share in the recovery. NFHA’s investigation 
into the management of REO properties shines a spotlight on some of the persistent 
problems that remain to be solved. It also underscores the importance of using all 
of the Government’s tools to their best effect to eliminate inequality and restore op- 
portunity in our Nation’s housing market. 

Thank you for the opportunity to testify here today. I will be happy to answer 
your questions, and look forward to working with you in the months ahead. 
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RESPONSES TO WRITTEN QUESTIONS OF 
CHAIRMAN MENENDEZ FROM WAYNE T. MEYER 

Q.l. For communities that are still struggling to recover from the 
downturn — for example, with high concentrations of distressed 
mortgage borrowers or homeowners with underwater mortgages — 
in your experience in the market, are there strategies to break the 
cycle of home price decline? What more can be done? 

A.I. At New Jersey Community Capital (NJCC), we believe early 
intervention and meaningful mortgage modification through prin- 
cipal reduction are the keys to stabilizing neighborhoods and halt- 
ing the downward spiral of home prices. Gaining control of the 
properties is the first step. NJCC acquires nonperforming mort- 
gages in bulk and works with homeowners to modify their mort- 
gages to affordable levels through meaningful principal reduction. 
Other loans in the pools provide an opportunity to create affordable 
for-sale and rental housing units. NJCC also takes positions in 
properties through the acquisition of tax liens and looks to aggres- 
sively assume first position in an effort to gain the property 
through tax foreclosure and return it to productive reuse. NJCC 
also acquires real estate owned (REO) properties in an effort to re- 
habilitate abandoned and vacant properties and create accurate 
comparable real estate listings and pricing. Together these efforts 
create a healthy, stable local real estate market with rational home 
prices. 

Additionally, we have been advocating with the FHFA to allow 
principal reduction as a modification strategy for FHA loans. We 
have also advocated with HUD to allow for changes to the Dis- 
tressed Asset Stabilization Program (DASP), which we believe 
would bring about more positive neighborhood stabilization effects. 

Q.2. As many of you noted in your testimony, the share of home- 
owners with negative or low equity on their homes has been im- 
proving, but it’s still elevated and the rebound has not been uni- 
form. In cities like Newark, Paterson, and Elizabeth in my State 
of New Jersey, for example, the underwater rates are much higher 
than the national average — and many in my State who were al- 
ready struggling from the financial crisis then had to deal with an 
additional major hit from Superstorm Sandy. 

Can you please explain the impact on the housing market of 
homeowners who are still struggling with high debt burdens, par- 
ticularly at the entry-level segment of the market? 

A.2. Homeowners struggling with high debt burdens will typically 
forgo paying mortgage payments after reducing other nonessential 
household expenses. However, certain expenses are simply nec- 
essary to daily life. After falling behind and becoming delinquent, 
it is near-impossible for most homeowners in at-risk communities 
to cure default. Instead, these homeowners are served a notice of 
foreclosure. First-time homebuyers, who do not receive counseling, 
often struggle with budgeting when household finances decrease or 
cease and in many cases do not know where to turn for help. 

Q.3. Are there particular populations or communities that were es- 
pecially hard hit and continue to face challenges? 
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A.3. Firstly, this problem impacts minority populations and com- 
munities both disproportionately and more severely. A home often 
represents a large portion of the generational wealth for these fam- 
ilies, making the threat of foreclosure that much more devastating. 
In New Jersey, the major urban corridors of Newark, Jersey City, 
Paterson, Passaic, Trenton, Camden, Plainfield, Asbury Park, and 
Atlantic City continue to experience the compounding negative ef- 
fects of increased foreclosures and neighborhood disinvestment and 
decline. However, more and more communities along the shore and 
elsewhere face mounting challenges and realize the hard-hitting ef- 
fects of foreclosure, including Toms River, Bridgeton, Vineland, 
Brick, and Egg Harbor. 

Q.4. What is the impact for the broader economy of the continuing 
number of homeowners with distressed mortgages? To what extent 
are consumers still holding back spending because of outsized debt 
burdens? 

A.4. NJCC works in at-risk communities throughout the State, 
which share a disproportionate burden of homeowners in default. 
Several of these households are faced with the impossible choice to 
forgo proper nutrition and wellness in an effort to save their 
homes. These budgeting tactics risk more than just their financial 
ruin. In Newark, for example. Dr. Hanaa Hamdi, Director of 
Health and Human Services for the City, while completing re- 
search for her dissertation, found that price gouging by corner 
stores and bodegas in certain communities takes place at the begin- 
ning of each month when at-risk families receive public assistance, 
SNAP and WIC benefits. Even if these struggling families had the 
means to stimulate the broader economy with retail purchases, 
some still fall victim to the malice of others. These homeowners 
simply lack the necessary disposable income to boost the broader 
economy. 

Q.5. As our witnesses know, the Eederal Housing Finance Agency 
currently prohibits Fannie Mae and Freddie Mac from engaging in 
mortgage modifications that involve principal reductions for home- 
owners — even when it would result in a positive net present value 
compared to the alternative of a foreclosure. Mr. Meyer, you testi- 
fied that principal reductions can be one of the most effective forms 
of modification — a win for the mortgage investor, the homeowner, 
and the community. Can you please elaborate? 

A.5. When NJCC purchases delinquent loans, we are now the mort- 
gage holder. We have the ability to modify our investment as we 
see fit. Everyone’s home in the mortgage pool is eligible for a mort- 
gage modification and principal reduction. We do not face moral 
hazard issues. However, after a thorough analysis of the house- 
hold’s finances by a ReStart Specialist — our specially trained, local 
housing counseling agency partners — many homeowners will not 
qualify for a modification. Those families are provided transitional 
assistance and the counseling agencies assist them with finding a 
new, sustainable living situation. For those homeowners, who do 
qualify, their mortgage is right-sized, meaning it is resized to the 
current market value or as close as possible to the current market 
value of the home. The homeowner then enters into a trial modi- 
fication period for a period of 3-18 months. Once the trial is con- 
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eluded, the modification becomes permanent. By offloading dis- 
tressed assets, the mortgage issuer or current investor receives fair 
value for the mortgages, removes liabilities from their ledger, and 
can use the sale proceeds to make further investments. NJCC, as 
the new mortgage holder, helps anchor residents remain in their 
homes, decreasing neighborhood delinquency, and stabilizing the 
local markets through continued home ownership or the rehabilita- 
tion and sale or rental of the underlying homes at rational prices 
and affordable levels. Struggling neighborhoods profit the most, fol- 
lowed by our organization, and then the seller of the mortgages. 
However, stabilizing a neighborhood then protects the other invest- 
ments NJCC or the seller of the mortgages has in that neighbor- 
hood. The seller can then realize gains on these stable investments 
and perhaps profit more on future home sales. 

Q.6. Mr. Meyer, you testified about New Jersey Community Cap- 
ital’s Restart initiative, under which you raise funding to purchase 
distressed mortgages and, where possible, modify them to find a 
sustainable mortgage for the homeowner or convert the property to 
affordable rental housing. 

What impact do Hardest Hit Funds have on your ability to bid 
for, manage, and modify mortgages in these pools? 

A.6. Senator Menendez, in Florida our ReStart program has bene- 
fited greatly from a set aside of Hardest Hit Funds. Not only do 
the Hardest Hit Funds allow us to write down mortgages to the 
current market value of the underlying property, but they are inte- 
gral to amassing and leverage the large amounts of private capital 
needed to purchase these pools of delinquent notes. In New Jersey, 
for example, our economic model for purchasing the pools relies 
heavily on a blend of debt and equity, while in Florida our model 
can leverage a transaction comprised of almost all equity invest- 
ment. The Hardest Hit Funds are this powerful in attracting pri- 
vate investment and giving private capital investors comfort. So 
much so, that as a nonprofit organization, which is able to access 
the Hardest Hit Funds for mortgage modifications, purchasers of 
delinquent pools eligible for Hardest Hit Funds, have come to us 
to be their loss mitigation manager for these pools. We use our Re- 
Start model and the Hardest Hit Funding to write down the loans. 
We keep qualified homeowners in their homes and provide the 
mortgage holders with a right-sized, reperforming investment. 
Without a commitment of Hardest Hit Funds, our model is more 
difficult to administer, and our ability to manage pools for other in- 
vestors is very limited. 

Q.7. Your testimony discusses your work with loans sold by the 
Federal Housing Administration. Are you looking at ways to ex- 
pand or pursue similar efforts, whether with FHA or other Govern- 
ment or private sector entities? 

A.7. Yes, Senator. In fact, we are advocating and talking to Gov- 
ernment-sponsored entities (GSEs), in an effort for them to allow 
the sale of delinquent loans via a program similar to the HUD 
DASP. We also continue to advocate for changes to DASP as well. 
While our ReStart model has shown the power of principal reduc- 
tion and large-scale creation of affordable housing, we have had dif- 
ficulty making headway with financial institutions in regards to di- 
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rect purchases of pools of delinquent loans in their inventory. How- 
ever, we hope to enter into due diligence for a mortgage pool trans- 
action with one of the five major financial institutions in the coun- 
try shortly. 

Q.8. What lessons or recommendations would you make based on 
your experience with ReStart, whether for the FHA or other orga- 
nizations like yours that might be interested in pursuing similar 
initiatives? For example, FHA and Freddie Mac have offered dis- 
tressed asset sales. How could the terms and timelines for these of- 
ferings be improved to encourage more nonprofit and community 
lending organizations to participate? 

A.8. This is perhaps the most important question and issue to ad- 
dress, Senator. It is very difficult for nonprofit organizations to par- 
ticipate in the loan sale programs. First, the size of the loan pools 
require a considerable amount of capital, which is difficult for non- 
profits to raise in the time afforded. The size of the pools makes 
careful due diligence difficult to complete for nonprofits, and the 
period of time is also too short. Setting aside specific, smaller pools 
designated for nonprofits would help solve these two challenges. 
The other major challenge for nonprofits is the bid process itself. 
Bidding is highly competitive, and nonprofits are easily outbid by 
bigger capital players. Direct sales to nonprofits of these smaller, 
targeted pools are a simple and viable remedy. If the impetus for 
these loan sales is to stabilize neighborhoods, then nonprofit or 
proven, for-profit, mission-driven community builders are more 
likely to achieve the desired neighborhood stabilization outcomes. 
Private investors will continue to have a difficult time satisfying 
those neighborhood stabilization requirements. Other strategies 
could include giving nonprofit organizations and community lend- 
ers priority in winning bids. For example, if a qualified nonprofit 
does not win the bid, it could be given another, final opportunity 
to outbid the winning bidder, even if by one dollar, in an effort to 
effect more stabilization outcomes. More nonprofits and community 
lenders would be willing to participate in these transactions if the 
scale was not as large, the risk not as great, and the financial in- 
vestment not as substantial. Although many nonprofits with sub- 
stantial balance sheets exist, most community lenders do not be- 
long to that category. 

Q.9. Freddie Mac recently engaged in a bulk sale of nonperforming 
loans. How would you compare it with the FHA’s program, in 
terms of neighborhood stabilization and avoiding unnecessary fore- 
closures? 

A.9. We are aware of this pilot program in Detroit and Chicago, 
and we are very encouraged by it. In fact, we are advocating for 
the pilot program to be expanded to New Jersey. However, it would 
be premature to evaluate the outcomes and compare the pilot pro- 
gram to DASP. 

Q.IO. For the FHA’s Distressed Asset Stabilization Program and 
similar initiatives, do you think neighborhood stabilization goals 
are in tension with the desire to maximize returns for taxpayers? 
A.IO. No, Senator, not at all. Preventing further delinquency and 
foreclosures is critical to halting falling home prices and greater 
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disinvestment. Under DASP, FHA receives fair value for the delin- 
quent assets. With additional changes to DASP, FHA could realize 
more neighborhood stabilization outcomes, which in turn stem fur- 
ther financial losses and prevent more delinquent assets from accu- 
mulating for the Government, financial institutions, and real estate 
investors. 

Q.ll. How can Federal programs like the Neighborhood Stabiliza- 
tion Program, borrower assistance programs like HAMP, HARP, 
and the Hardest Hit Fund be improved to spur the recovery in 
communities that are still struggling? 

A.11. Senator, this is a great question. However, it requires a 
lengthy, detailed response. 

NSP did not achieve its intended outcomes due to many factors. 
One of the major challenges is the significant home repair require- 
ments for NSP, which in turn necessitate the need for a large 
amount of NSP subsidy dollars to realize a rehabilitation project. 
These requirements drive up the total development costs of the 
project, usually well beyond the fair market sales price for the 
newly renovated home. Therefore, a project only becomes viable, if 
the total development budget gap is filled with even more NSP sub- 
sidy dollars. This makes the program extremely inefficient and un- 
able to achieve the scale necessary to adequately spur the economic 
recovery. The only reason why our organization, NJCC, has been 
able to efficiently use lower amounts of NSP monies is that we are 
able to purchase properties in bulk at a severe discount, lowering 
the total development costs for each project. The scale we are able 
to generate is not typical for other nonprofit community builders. 

HAMP was structured to protect Fannie Mae and Freddie Mac 
loan assets. The program does not allow mortgages to be written 
down to the current appraised value of the home. Instead a balloon 
payment will become due at the end of 40 years, when homeowners 
will be looking to retire. So while HAMP loans can significantly re- 
duce current monthly payments for the homeowner, in reality, the 
amount of the mortgage which remains underwater is exacerbated, 
since the “amount due on sale or refinance” will be substantially 
greater than the future worth of the home. Homeowners will sim- 
ply be stuck, unable to sell or move to a new living situation, and 
can, in fact, be pursued by the GSEs for “nonpayment of amounts 
due.” Future generations will be the ones to actually realize the 
losses on these past investments. 

Q.12. Several of you discussed the importance of extending tax re- 
lief for mortgage debt forgiveness. This is an issue about which I’ve 
heard a great deal from people in my State, where many home- 
owners are struggling not only from the financial crisis, but also 
from damage inflicted by Superstorm Sandy. And when they finally 
receive a lifeline to address mortgage debt they are unable to pay, 
they risk being hit with a tax bill on phantom income that may be 
many times in excess of the salary they make as, say, a teacher 
or other profession. 

Can you please describe why this tax relief is so important for 
families, communities, and the economy? 

A.12. It is vitally important. Senator. As you say, the debt relief 
is not relief if taxes are assessed. If these struggling homeowners 
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are taxed, the slight gain in disposable monthly income derived 
from the mortgage debt forgiveness cannot pay for the tax bill on 
this phantom income. In fact, we have had homeowners in our Re- 
Start program refuse a modification, because of the uncertainty 
around the tax extender bill. And since our trial modification plans 
can last longer than 12 months, we can inadvertently saddle these 
homeowners with a tax bill, should the relief not be reauthorized 
for another year. It is important that the extender bill be author- 
ized for multiple years to provide reassurance to those homeowners 
lucky enough to receive mortgage debt forgiveness. Lastly, the gain 
or boon from the mortgage debt forgiveness should not be viewed 
as income for the individual, instead, I would argue, it is a boon 
to the local and regional economies. These homeowners can become 
consumers again, can address health concerns, and can provide 
quality food options to their children and family members. Their 
neighborhoods will be spared further disinvestment and decline, 
and the removal of the specter and fear of being forced out of your 
home by the sheriff eliminates a huge stress from these home- 
owners’ lives, allowing them to regain a healthier quality of life. 
These are all things that should not be discounted, as they are 
interconnected and influence the economic recovery. 


RESPONSES TO WRITTEN QUESTIONS OF 
CHAIRMAN MENENDEZ FROM MABEL GUZMAN 

Q.l. For communities that are still struggling to recover from the 
downturn — for example, with high concentrations of distressed 
mortgage borrowers or homeowners with underwater mortgages — 
in your experience in the market, are there strategies to break the 
cycle of home price decline? What more can be done? 

A.l. Only a few markets across the country are currently experi- 
encing declining prices, but tepid price growth has been an issue 
in more places. Price growth has been the defining difference be- 
tween markets that were underwater, but have since restored eq- 
uity and those that have not. Price growth is driven by demand rel- 
ative to supply. This demand is driven by economic growth and job 
creation. In recent years, single family investors have also played 
an important role in supplementing demand, but have also re- 
moved affordable inventory for first time buyers in many areas of 
the country. 

Q.2. As many of you noted in your testimony, the share of home- 
owners with negative or low equity on their homes has been im- 
proving, but it’s still elevated and the rebound has not been uni- 
form. In cities like Newark, Paterson, and Elizabeth in my State 
of New Jersey, for example, the underwater rates are much higher 
than the national average — and many in my State who were al- 
ready struggling from the financial crisis then had to deal with an 
additional major hit from Superstorm Sandy. 

Can you please explain the impact on the housing market of 
homeowners who are still struggling with high debt burdens, par- 
ticularly at the entry-level segment of the market? 

A.2. Negative equity puts homeowners in a precarious situation, as 
it makes refinancing difficult, weakens owners’ incentives, and 
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makes owners more susceptible to events like an illness or loss of 
income/job that could push them into foreclosure. 

In addition, owners in negative equity are less likely to trade-up, 
which in turn constrains the supply of available homes for the next 
generation of first-time or trade-up buyers. This trend has exacer- 
bated inventory shortages in some local markets. 

Q.3. What is the impact for the broader economy of the continuing 
number of homeowners with distressed mortgages? To what extent 
are consumers still holding back spending because of outsized debt 
burdens? 

A.3. Rising home values can boost consumer spending through a 
“housing wealth effect.” It stands to reason that falling values or 
negative equity can weigh on homeowners’ spending decisions. 
Thus, negative equity can impact regional economic performance 
through constrained consumer spending. 

Furthermore, the general negative equity environment creates 
uncertainty that weighs on consumers’ demand for housing, build- 
ers’ plans for construction, and lenders’ willingness to originate. In 
turn, this can retard spending and hiring decisions. 

Q.4. How can Federal programs like the Neighborhood Stabiliza- 
tion Program, borrower assistance programs like HAMP, HARP, 
and the Hardest Hit Fund be improved to spur the recovery in 
communities that are still struggling? 

A.4. While the Neighborhood Stabilization Program and Hardest 
Hit Funds have largely played out in the States and localities, the 
principles of neighborhood stabilization are valid as we pursue 
other initiatives such as the Neighborhood Stabilization Initiative 
(NSI) now underway in Detroit and Chicago through the Federal 
Housing Finance Agency. The Chicago Association of Realtors, for 
example, has demonstrated a strong record of achievement in help- 
ing Chicago meet its NSP goals through helping to design strate- 
gies that make maximum use of limited resources to bring neigh- 
borhoods back. 

Q.5. Several of you discussed the importance of extending tax relief 
for mortgage debt forgiveness. This is an issue about which I’ve 
heard a great deal from people in my State, where many home- 
owners are struggling not only from the financial crisis, but also 
from damage inflicted by Superstorm Sandy. And when they finally 
receive a lifeline to address mortgage debt they are unable to pay, 
they risk being hit with a tax bill on phantom income that may be 
many times in excess of the salary they make as, say, a teacher 
or other profession. 

Can you please describe why this tax relief is so important for 
families, communities, and the economy? 

A.5. Today, more than 5 million families remain in a home with 
a mortgage that is “underwater.” If they hit a hardship and cannot 
pay their mortgage, or have to move due to a new job and sell their 
home, it is quite a trial to go through some kind of workout or 
short sale process. And even if they are successful with this proc- 
ess, they learn they can be subject to paying income tax on “phan- 
tom income” from their forgiven mortgage debt. This can come 
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along at the very worst time possible, as families in this situation 
are very often struggling financially. 

Unfortunately, the expiration of the tax provision that exempts 
this income from taxation encourages families to simply walk away 
and accept a foreclosure on their home. This harms families, neigh- 
borhoods and entire communities, and is contrary to every policy 
designed to keep people in their homes and prevent foreclosures. 

Extending the income tax exemption on mortgage debt forgiven 
in a short sale or a workout for principal residences provides home- 
owners with certainty, allows them to make reasoned decisions 
about their mortgage, and provides stability to our housing mar- 
kets and communities. 


RESPONSES TO WRITTEN QUESTIONS OF 
CHAIRMAN MENENDEZ FROM DEBORAH GOLDBERG 

Q.l. During the housing boom, some originators steered prime bor- 
rowers into subprime, exotic products. Can you please explain how 
the concentration of certain types of mortgage products or 
securitizations has affected a community’s recovery rate? 

A.l. The extent and nature of the steering that occurred during the 
boom is illustrated by several fair lending lawsuits brought by the 
U.S. Department of Justice against major mortgage lenders. Evi- 
dence presented in the lawsuits against Wells Fargo and Bank of 
America’s Countrywide unit, in particular, shows that these insti- 
tutions placed thousands of African American and Latino borrowers 
who were qualified for prime loans into more expensive, riskier 
subprime mortgages. ^ These subprime products had multiple risky 
features that made the loans unsustainable. Among these were 
high interest rates, high fees, frequent adjustments to the interest 
rate after an initial 2 or 3 year period which created rapidly esca- 
lating monthly payments, and negative amortization. As interest 
rates increased, many of the borrowers with such loans were faced 
with mortgage payments that had grown to a level they could no 
longer afford. Negative amortization resulted in an increase in the 
unpaid principal balance, despite making timely payments, and left 
many borrowers owing more than their homes were worth. This 
was exacerbated by declining home values. Selling the home, a tra- 
ditional exit strategy for troubled borrowers, was not possible for 
those who were underwater because the sale would not bring 
enough money to enable them to pay off the outstanding mortgage. 
Some borrowers sought loan modifications, but for a variety of rea- 
sons many were unable to obtain affordable modifications and 
wound up in foreclosure. Five million families have lost their 
homes to foreclosure since 2008. 

Residential segregation by race and ethnicity is widespread in 
this country. Thus, when African American and Latino borrowers 
were targeted for subprime and other exotic loans, the result was 
a concentration of such loans in communities of color, including 
high income communities of color such as Prince George’s County, 


^Details of the Department of Justice lawsuit against Countrywide are available at http:! I 
www.justice.govlusaolcaclcountrywide.html; details of the lawsuit against Wells Fargo are 
available at http: / / www.justice.gov / opa Ipr] justice-department-reaches-settlement-wells-fargo-re- 
sulting-more- 175-million-relief. 
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MD. According to the Federal Reserve Board, in 2005-2006, Afri- 
can American borrowers were three times more likely and Latino 
borrowers were 2.5 times more likely to receive a subprime home 
purchase loan than similarly qualified white borrowers. Borrowers 
of color were also much more likely to receive subprime refinance 
loans. 2 

Thus, while many neighborhoods have been affected by fore- 
closures, communities of color have been particularly hard hit due 
to the concentration in those communities of mortgage loans that 
were unsustainable from the outset. These foreclosures clearly have 
an enormous impact on the families who have lost their homes. 
They suffer significant financial losses, disruption to their lives and 
social networks, their children’s performance in school may be af- 
fected, and a host of other problems may ensue. 

However, the foreclosures also have a tremendous negative im- 
pact on the families who remain in the neighborhood. Perhaps most 
significant in terms of the implications for recovery is the financial 
impact they suffer as the result of a decline in the value of their 
homes. Research shows that foreclosures depress the value of near- 
by homes, and the effect is amplified when there are multiple near- 
by foreclosures. In Newburgh, NY, which has an estimated 600 va- 
cant and abandoned properties, officials have estimated that each 
vacant and abandoned building reduces the value of surrounding 
properties by $7,000. According to their estimate, a group of 13 
such properties has reduced surrounding property values by 
$500,000. ^ Collectively, across the many communities hit hard by 
the crisis, this loss of wealth is enormous. At the height of the cri- 
sis, the Federal Reserve Board estimated that declining property 
values had cost Americans $7 trillion in lost wealth. African 
American and Latino households, whose wealth is disproportion- 
ately tied up in home equity, suffered the greatest loss of wealth: 
53 percent and 66 percent respectively, according to research from 
the Pew Research Center. This compared to a 16 percent loss for 
white households. ® The Center for Responsible Lending has esti- 
mated that the nearby foreclosures have drained $2.2 trillion in 
wealth from American homeowners, with half of that loss — $1.1 
trillion — lost by homeowners in communities of color. ® 

This loss of wealth places both individual households and com- 
munities in a precarious position. As illustrated in the recent series 
in the Washington Post, “Dashed Dreams”, families whose mort- 


2 Robert B. Avery, Kenneth P. Brevoort, and Glenn B. Canner, “Higher-Priced Home Lending 
and the 2005 HMDA Data”, Federal Reserve Bulletin, 2006, available at http: 1 1 
www.federalreserve.gov / pubs I Bulletin / 2006lhmda / bull06hmda.pdf and “The 2006 HMDA 
data”. Federal Reserve Bulletin, 2007, available at http: j ! www.federalreserve.gov ! pubs ! bul- 
letin 1 2007 ! pdf ! hmda06final.pdf. 

^Shantal Parris Riley, “The Housing Market Fallout Continues”, Mid-Hudson Times, January 
13, 2015. Available at http: 1 1 timesadmin.startlogic.com I wp 1 2015 1011 the-housing-market-fall- 
out-continues I . 

“^Federal Reserve Board, “The U.S. Housing Market: Current Conditions and Policy Consider- 
ations”, January 4, 2012. 

®Kochhar, Rakesh, Richard Fry, and Paul Taylor, “Twenty-to-One: Wealth Gaps Rise to 
Record Highs Between Whites, Blacks, Hispanics”, Pew Research Center, July 26, 2011. Avail- 
able at http : / / www.pewsocialtrends.org / 201 1107 126 / wealth-gaps-rise-to-record-highs-between- 
whites-blacks-hispanics I /. 

® Center for Responsible Lending, “2013 Update: The Spillover Effects of Foreclosures”, Au- 
gust 19, 2013. Available at http:! ! www.responsiblelending.org ! mortgage-lending ! research-anal- 
ysis I2013-crl-research-update-foreclosure-spillover-effects-final-aug-19-docx.pdf 

'^“Dashed Dreams” a three-part series by Washington Post reporters Michael A. Fletcher, 
Kimbriell Kelly, John Sullivan, and Steven Rich, appeared on January 24-26, 2015. It is avail- 
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gages are underwater as the result of foreclosure-related drops in 
property values are stuck. Unless the loans are owned by Fannie 
Mae or Freddie Mac and therefore eligible for a refinance under the 
Federal Home Affordable Refinance Program (HARP), the home- 
owners are unable to refinance their mortgages to take advantage 
of lower interest rates because their homes are worth less than the 
amount of the mortgage. They are unable to move to take advan- 
tage of job opportunities elsewhere because they cannot sell their 
homes. They no longer have home equity that they can tap to pay 
for unexpected medical expenses, their children’s educations, or 
their own retirement. They are extremely vulnerable to any disrup- 
tion of income or unanticipated expense, and if such events occur, 
these homeowners may find themselves facing foreclosure. The tre- 
mendous loss of wealth also means they are less likely to be able 
to pass wealth along to the next generation, leaving their children 
a step behind rather than being able to offer them a leg up. This 
loss of intergenerational wealth means that the foreclosure crisis 
will have very long-lasting effects in communities of color. 

At the community level, the effects of concentrated foreclosures 
are also felt in many ways. One is the increased burden on munic- 
ipal resources to deal with the problems associated with vacant, 
abandoned homes. The Mid-Hudson Times story on Newburgh, NY, 
cited above, provides ample illustration of this problem. In New- 
burgh and many other places, city officials have been called on to 
perform a variety of duties on a more frequent basis than usual. 
These include cleaning out trash that is dumped on the premises 
of vacant homes, responding to criminal activity that takes place 
at those homes, putting out fires, boarding up or demolishing dam- 
aged and deteriorated properties that have become safety hazards, 
monitoring vacant properties on an ongoing basis, tracking down 
the parties responsible for upkeep, assessing fines for violations of 
city ordinances, and trying to collect those fines. All of these activi- 
ties are expensive. At the same time, the concentrated foreclosures 
have brought down property values and reduced the in-flow of tax 
revenues that pay for these and other municipal services. This cre- 
ates a drag on the community’s recovery. 

Q.2. As many of you noted in your testimony, the share of home- 
owners with negative or low equity on their homes has been im- 
proving, but it’s still elevated and the rebound has not been uni- 
form. In cities like Newark, Paterson, and Elizabeth in my State 
of New Jersey, for example, the underwater rates are much higher 
than the national average — and many in my state who were al- 
ready struggling from the financial crisis then had to deal with an 
additional major hit from Superstorm Sandy. 

Can you please explain the impact on the housing market of 
homeowners who are still struggling with high debt burdens, par- 
ticularly at the entry-level segment of the market? 

A.2. As the Washington Post series cited above describes so clearly, 
homeowners who are burdened with high debt — whether they are 
underwater on their mortgages and struggling to make those pay- 
ments; have high levels of student, medical or other debt; or both — 


able at http:! / www.washingtonpost.com / sf/ investigative / 2015 / 01 ! 24 ! the-american-dream- 
shatters-in-prince-georges-county / . 
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are vulnerable to foreclosure, unable to sell their homes, and un- 
able to purchase other homes. Rather than contributing to a well- 
functioning housing market, they are kept on the sidelines and 
their exposure to foreclosure risk can contribute to the destabiliza- 
tion of the housing market. In many cases, they have had their 
home equity stripped away by abusive mortgage practices and de- 
clines in home values. This makes it difficult for them to sell their 
homes because they cannot sell for a high enough price to enable 
them to pay off the existing mortgage. The inability to sell their 
home means they cannot purchase another home, either to gain 
more space, relocate to pursue job opportunities, or for any other 
reason. Their high level of debt and lack of home equity also means 
that they may not be able to make major repairs to their homes, 
potentially undermining the home’s long term value. Nor can they 
make improvements to their homes, dampening the home improve- 
ment segment of the housing market with the jobs that it creates 
and its positive impact on housing values. 

Q.3. You testified that minority communities were especially hard 
hit and continue to face challenges in this regard. Can you please 
elaborate? 

A.3. As I stated in my testimony, communities of color were tar- 
geted for subprime and other unsustainable mortgage loans. These 
loans contributed to inflated housing prices in many of these neigh- 
borhoods, followed by a particularly large drop in housing prices 
when the bubble burst. According to Black Knight’s November 
Mortgage Monitor, in States that have been the slowest to recover 
from the housing crisis, price recovery for homes in the bottom 20 
percent in terms of value is lagging well behind that of homes in 
the top 20 percent. The report notes that, in California, properties 
in the top 20 percent price bracket are currently a little more than 
3 percent below their precrisis peak, compared to a 32 percent lag 
for homes in the bottom 20 percent price bracket. Similar patterns 
exist in other States, as well. ® 

In NFHA’s work, we have observed that homes in communities 
of color tend to be priced lower than comparable homes in white 
communities. Based on the numbers above, it appears that the re- 
covery is slowest is communities of color, and many homeowners of 
color may still be underwater on their mortgages, keeping them on 
precarious financial footing. This is likely exacerbated by the con- 
tinuing high unemployment rates for people of color. According to 
the Bureau of Labor Statistics, at the end of 2014 the unemploy- 
ment rate for whites 16 years of age and older was 4.6 percent. For 
Hispanics in the same age bracket, the rate was 6.5 percent and 
for African Americans it was 10.5 percent. ^ The combination of loss 
of income due to sustained unemployment and the fall-out from 
abusive mortgage practices creates particularly difficult challenges 
for these families. 


® Garrison, Trey, “Black Knight: Affordable Homes Lagging Behind in Price Recovery”, 
HousingWire, January 12, 2015. 

^See “Labor Force Statistics From the Current Population Survey, Table E-16, ‘Unemploy- 
ment Rates by Age, Sex, Race, and Hispanic or Latino Ethnicity’”, available at http:! I 
www.bls.gov I web I empsit I cpsee el6.htm. 
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Q.4. What is the impact for the broader economy of the continuing 
number of homeowners with distressed mortgages? To what extent 
are consumers still holding back spending because of outsized debt 
burdens? 

A.4. This excerpt from the Washington Post series cited above, 
“Dashed Dreams”, captures clearly the dilemma of homeowners 
who are underwater and struggling to keep up with their mortgage 
payments. It describes a family in Prince George’s County, MD, the 
Bryants. They bought a house in 2001 and later refinanced into a 
loan with terms that would no longer be permissible under the new 
Qualified Mortgage (QM) regulations. While the initial loan pay- 
ments were affordable, the payments have more than doubled and 
the Bryants are struggling to keep up. Here is how the article de- 
scribed the impact of these unaffordable payments: 

The problem is not their income but their home. Once a 
source of wealth, it is now their biggest financial burden. 

The Bryants owe just over $560,000 on their house, which 
they estimate is worth about $80,000 less than that. Since 
they moved in 2001, their monthly payment has more than 
doubled to nearly $3,900 a month — a predicament that 
arose because of an ill-advised refinancing into a loan 
whose terms the Federal Government now deems preda- 
tory. 

The couple have never missed a mortgage payment. But 
now they are struggling to hold on. They have pulled their 
two preteen daughters out of private school. They bought 
inexpensive used cars. Instead of going on vacation last 
summer, they took the girls to Six Flags America, a nearby 
amusement park. They have little saved for college or re- 
tirement. 

Multiply this by thousands of homeowners who are in the same 
situation and it is clear that this ongoing fall-out from 
unsustainable mortgage lending continues to undermine the broad- 
er economic recovery. It underscores the need for continuing assist- 
ance to borrowers who are at risk of default and foreclosure, and 
the importance of making principal reduction available to those 
whose mortgages are both unsustainable and underwater. Freeing 
these families from the burden of outsized, unaffordable debt would 
not only restore their economic security, it would speed the coun- 
try’s overall economic recovery and help ensure that it reaches 
those communities that were hardest hit by the crisis, including 
communities of color. 

Q.5. As you know, the Federal Housing Administration and GSEs, 
like many private sector entities, are responsible for managing in- 
ventories and have engaged in sales of nonperforming loans and 
foreclosed properties. What policies or practices should be applied 
to these assets to ensure that their disposition best helps families, 
neighborhoods, and the overall recovery? 

A.5. My testimony described the problems indentified through 
NFHA’s investigation into the management and marketing of fore- 
closed properties in communities of color as compared to other com- 
munities. That investigation focused on bank-controlled fore- 
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closures. Some of these are managed by various banks for Fannie 
Mae, Freddie Mac, or FHA, and some for other investors. In some 
cases the bank is the trustee, and is not directly involved in the 
day to day management of the properties, but is ultimately respon- 
sible to ensure that they are properly maintained and marketed on 
behalf of the investors. NFHA’s investigation found that foreclosed 
properties in communities of color were much more likely to have 
multiple deficiencies, including unsecured doors and windows, 
holes in the structure, damaged or missing gutters and down- 
spouts, accumulated trash and overgrown yards, and the like. 
These conditions depress the value of the individual home and the 
surrounding homes. They lower the municipalities’ revenues from 
property taxes at the same time as they increase the demand for 
municipal services such as police, fire, health care, and others. 
They create a host of health and safety problems for the commu- 
nity. 

NFHA’s report, which was attached to my testimony, outlines a 
series of policy recommendations to improve the maintenance and 
marketing of these properties and minimize their negative impact 
on the communities in which they are located. Freddie Mac has 
adopted many of these recommendations, and the benefits can be 
seen in the good condition of the foreclosed properties it owns. 
Some banks also have effective systems for managing their fore- 
closed properties, but many do not. FHA’s protocols require their 
asset managers to maintain the yards of FHA’s foreclosed prop- 
erties, but prohibit them from making repairs to the structures 
themselves, which can result in deterioration of those properties. 
The lack of industrywide standards and strong oversight by the 
Federal regulators means that, in too many cases, foreclosed prop- 
erties in communities of color are blighted, linger on the market too 
long, and end up in the hands of investors rather than owner-occu- 
pants. The Federal Housing Finance Agency, Fannie Mae, FHA, 
and many banks have not yet taken the necessary steps to institute 
the kind of REO management policies that will help ensure that 
communities of color are not left behind in the recovery from the 
foreclosure crisis. 

Similarly, Fannie Mae, Freddie Mac, and FHA all control size- 
able portfolios of nonperforming loans. These are loans that are se- 
riously delinquent but have not yet gone through foreclosure. The 
GSEs have some $100 billion of such loans between them, 1° and 
as of year-end 2014, FHA had more than 500,000 such loans. 
From one perspective, these nonperforming loans are a drag on the 
balance sheets of FHA and the GSEs, and they have an interest 
in disposing of these loans in order to shore up their financial con- 
dition and protect American taxpayers. Experience to date suggests 
that there is considerable investor interest in the bulk purchase of 
these loans, which are being offered below par. 


^^Chrisman, Rob, “Non-Performing Loan Market on Fire; Rates Back to June 2013 Levels but 
Production May Drag”, Aug. 18, 2014, available at http: 1 1 wiuw.mortgageneiusdaily.com I chan- 
nels / pipelinepress / 08182014-interest-rates-mortgages.aspx. 

^^See U.S. Department of Housing and Urban Development, Office of Risk Management and 
Regulatory Affairs, Office of Evaluation, Reporting and Analysis Division, “FHA Single Family 
Loan Performance Trends: Credit Risk Report”, December, 2014. Available at http:llpor- 
tal.hud.gov I hudportal I documents / huddoc?id=FHALPT Dec2014.pdf. 
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The disposition of these nonperforming loans has a broader im- 
pact, however. In addition to affecting the bottom line for FHA and 
the GSEs, the way they are handled also affects the homeowners 
who have been struggling to make their mortgage payments, the 
value of the surrounding homes, and the likelihood of default of 
other loans in those communities, some of which are also guaran- 
teed or insured by FHA and the GSEs. Given these larger impacts, 
it makes sense to approach the disposition of these nonperforming 
loans with two goals: reducing potential losses and stabilizing com- 
munities. Both of these are of equal importance, and in order to ac- 
complish both goals, both must be built into the design of the asset 
disposition programs. 

To date, FHA has taken modest steps toward this second goal in 
a small subset of the sales conducted through its Distressed Asset 
Stabilization Program, or DASP, launched in 2010. As FHA notes 
in the May 30, 2014, quarterly report on the program, its single 
family loan sales program, “maximizes recoveries to the MMI 
funds, reduces claims costs, minimizes the time that the assets are 
held by FHA, and helps keep borrowers — otherwise headed to fore- 
closure — in the home. The program also serves as part of FHA’s ef- 
fort to target relief to areas experiencing high foreclosure activities. 
For purchasers, the program is an opportunity to acquire assets at 
competitive prices with the flexibility to service the assets while 
providing borrowers an opportunity to avoid costly foreclosures.” 

In other words, FHA expects that the purchasers of the distressed 
loans, who have purchased the loans at a significant discount, have 
the financial incentive and opportunity to offer affordable loan 
modifications under terms not otherwise permitted by FHA regula- 
tions, such as principal reduction. The reports from the field men- 
tioned below indicate that this objective is not being met. 

As of May 30, 2014, FHA had sold 71,231 loans through the 
DASP program, with an approximate aggregate unpaid principal 
balance of $12,263,325,938. Many of these loans are still unre- 
solved. Of those where an outcome has been reached, 31 percent 
have gone through foreclosure, 35 percent have been sold to other 
investors and no information about their current status is avail- 
able, and the remaining 34 percent have been resolved in a manner 
that avoided foreclosure. Eleven percent of the loans in this last 
category are reperforming, the rest have had short sales, deeds-in- 
lieu or similar outcomes. In other words, this part of the program 
has had minimal success in helping homeowners save their homes. 

Beginning in 2012, FHA instituted the sale of so-called Neighbor- 
hood Stabilization Outcome (NSO) pools of loans. In these pools, 
the terms of the sale specify that, for at least 50 percent of the 
loans in each NSO pool, the investor must resolve the delinquency 
through one of a series of allowable nonforeclosure outcomes. 
Among these are reperformance, rental to a borrower, gift to a land 
bank, or payoff of the loan. As of May 30, 2014, FHA had sold 
17,828 loans with an approximate aggregate unpaid principal bal- 
ance of $3,164,052,483 in NSO pools. The experience with these 
loans is more limited than with the national pools, both because of 


^^U.S. Department of Housing and Urban Development, Federal Housing Administration, 
“Quarterly Report on FHA Single Family Loan Sales”, available at http: ! I portal.hud.gov j 
hudportal / documents I huddoc?id=report0828 14.pdf 
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their fewer numbers and the shorter time since the launch of the 
program. So far, however, the outcomes appear significantly more 
promising than those of the other sales. FHA has reported results 
on three of the NSO pools, and for those three, of the loans that 
have been resolved, 27.7 percent, 20.6 percent, and 17 percent re- 
spectively are reperforming, meaning that the borrower is once 
again making mortgage payments. These are substantially better 
outcomes than those achieved by the national pools. 

FHA should build on the early successes of the NSO pools to en- 
sure that more of the borrowers in its defaulted loans are able to 
save their homes or otherwise avoid foreclosure. To accomplish 
this, it should adopt the following measures: 

• Ensure that loans are not sold through the DASP program be- 
fore all required loss mitigation steps have been completed. 
There have been reports from housing counselors and bor- 
rowers’ attorneys in the field about clients who were in the 
middle of loss mitigation only to be told that their loans had 
been sold, were no longer FHA insured, and that their pending 
loan modification could not move forward. FHA should expand 
its oversight on this issue to confirm, prior to including a loan 
in the HASP pool, the accuracy of the servicers’ certification 
that they have complied with all loss mitigation requirements. 
In addition, FHA should conduct more extensive quality assur- 
ance on loans that will be included in DASP pools to ensure 
that servicers have completed the waterfall analysis required 
under FHA’s loss mitigation rules. Further, to aid FHA in its 
quality assurance protocol, before any loans are sold through 
the DASP program, the homeowners should receive a notice of 
the impending sale. The notice should inform them of the 
servicer’s determination that all FHA loss mitigation options 
have been exhausted and give them an opportunity to rebut 
the servicer’s certification, provide information about the proc- 
ess and the obligations of the servicer, and include an expla- 
nation of their rights. 

• Apply neighborhood stabilization requirements to all pools. The 
early experience with the NSO pools suggests that many more 
homeowners are able to save their homes when this program 
goal is made explicit. This outcome benefits benefit of the 
homeowner, the community and the investor. It is important to 
note that incorporating neighborhood stabilization outcome re- 
quirements into the program has not resulted in any negative 
impact on the price for which the loans were sold. In other 
words, there is no conflict between stabilizing neighborhoods 
and shoring up the FHA insurance fund. It makes sense, there- 
fore, to adopt neighborhood stabilization requirements for all of 
the DASP pools. 

• Strengthen the requirements for neighborhood stabilization out- 
comes for loans sold through DASP. This should include setting 
out standards for what constitutes an affordable loan modifica- 
tion — including the use of principal reduction, and increasing 
the percentage of loans in any pool that should receive sustain- 
able modifications. In cases where no modification is possible, 
the priorities should be selling the home to another owner-oc- 
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cupant or making it available as affordable rental housing for 
low- and moderate-income households. 

• Take steps to make it possible for mission-driven community- 
based organizations to purchase more loans through DASP. 
This may mean creating smaller pools that are more affordable 
for organizations with limited access to capital, including in 
the bidder qualifications a requirement that the bidder dem- 
onstrate capacity and commitment to meeting neighborhood 
stabilization objectives, and helping to develop additional 
sources of capital available to qualified community-based orga- 
nizations for the purchase of nonperforming loans. 

• Increase program transparency. To facilitate oversight and ac- 
countability, FHA should collect and publish information on 
program outcomes on a regular basis. This should include loan- 
level data on borrower demographics, the geographic location 
of the loans, and more detail on post-sale resolutions. In par- 
ticular, it is important to capture information on the current 
status of the loans and any changes to the loan terms, includ- 
ing interest rate reductions, principal forgiveness or forbear- 
ance and term extensions, along with post-modification debt-to- 
income ratios. There have been reports from the field of DASP 
borrowers being required to become current before being eligi- 
ble for a loan modification, being required to make an upfront 
payment of thousands of dollars, and being offered modifica- 
tions that do not result in affordable monthly payments. Such 
modifications are not affordable or sustainable, and having 
more detailed information about the terms that borrowers are 
being offered will help to weed out such practices. In addition, 
it is important to track any differences in the modifications of- 
fered or outcomes achieved based on borrower characteristics 
or geographic location in order to ensure that the program is 
operating in a fair and nondiscriminatory fashion. 

As noted in my testimony, Freddie Mac conducted one sale of 
nonperforming loans this past summer. To date, Fannie Mae has 
not followed suit, but between them, the GSEs have some $100 bil- 
lion of nonperforming loans on their books and indications are that 
they are likely to conduct more sales in the future. Little informa- 
tion is available publicly about the details of the Freddie Mac sale, 
but it does not appear that the terms of the sale incorporated any 
of the principals described above. If there are further sales of non- 
performing loans by either GSE, they should adopt the kinds of 
neighborhood stabilization goals outlined here. 

Q.6. Several of you discussed the importance of extending tax relief 
for mortgage debt forgiveness. This is an issue about which I’ve 
heard a great deal from people in my State, where many home- 
owners are struggling not only from the financial crisis, but also 
from damage inflicted by Superstorm Sandy. And when they finally 
receive a lifeline to address mortgage debt they are unable to pay, 
they risk being hit with a tax bill on phantom income that may be 
many times in excess of the salary they make as, say, a teacher 
or other profession. 

Can you please describe why this tax relief is so important for 
families, communities, and the economy? 
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A.6. Mortgage debt forgiveness is particularly important for cre- 
ating sustainable mortgages for families who are not only delin- 
quent on their mortgages or at imminent risk of default, but who 
are also underwater (that is, they owe more on their mortgages 
than their homes are worth). These families are highly vulnerable 
financially. A loan modification that reduces their interest rate 
and/or mortgage payment may not be enough to restore their finan- 
cial stability. As long as they remain underwater, they remain at 
risk of default and foreclosure if they face future financial difficul- 
ties, such as the loss of a job, reduction in hours or income, or med- 
ical or other unexpected expenses. A family in this situation cannot 
sell its home to move for a job opportunity, to get a bigger house 
as the family grows or for any other reason. Nor can it sell its 
home to get out from under the debt burden, because the home 
cannot be sold at a price high enough to pay off the existing mort- 
gage. Such families face extremely limited geographic and economic 
mobility. For them, a loan modification that includes principal for- 
giveness is a lifeline that can secure their financial stability and 
economic mobility. However, if they incur significant tax liability 
on that principal forgiveness, it may be impossible for them to af- 
ford to accept the loan modification. They remain vulnerable and 
financially stressed. 

Communities with significant numbers of families in this situa- 
tion may have a harder time recovering from the recession. The 
economy also suffers when such families and communities are eco- 
nomically constrained. 

Congress has an important role to play in solving this problem. 
To date, it has only provided limited and temporary relief from tax 
liability associated with principal forgiveness obtained through 
2014. More families would be able to take advantage of loan modi- 
fication offers that include principal forgiveness, and thereby re- 
gain their financial footing, if the relief were made permanent, and 
if it applied to all mortgage debt rather than only debt that was 
incurred to “buy, build, or substantially improve” the borrower’s 
principal residence. This limited definition of debt in the Mortgage 
Forgiveness Debt Relief Act does not include loan modifications on 
investment properties, such as those offered in the Home Afford- 
able Modification Program (HAMP Tier 2). Nor does it cover all re- 
finance debt for a primary residence — debt that was often incurred 
in predatory loan transactions. In addition, most homeowners are 
not aware that debt forgiven in a short sale, deed in lieu of fore- 
closure, or an uncollected deficiency after foreclosure can also give 
rise to potential taxable income. Thus, the foreclosure prevention 
options that can help stabilize communities, such as modifications, 
short sales and deeds in lieu of foreclosure that involve principal 
forgiveness, can ultimately harm borrowers who believe they have 
made a fresh start but later learn that they face a significant in- 
come tax liability despite having resolved the mortgage matter. 
Congress should move quickly to pass the Act on a permanent 
basis, expanding the range of loans to which it applies, as de- 
scribed above. 



